
DELHI UNIVERSITY 
LIBRARY 


DELHI UNIVERs/ty LIBRARY 

. V7 . HS 

Ac. No. f ' ' Date of release for loan ^ 

This book shouid be returned on or before the date last stamped 
below An overdue charge of 0.5 nP. will be charged for each 
day the hook is kept overtime. 









SOCIAL ASPECTS OF INDUSTRY 


This book is produced in full compliance 
with the governments regulations for con- 
serving paper and other essential materials. 




SOCIAL ASPECTS 
OF INDUSTRY 

A Survey of Labor Problems 


BY 

S. HOWARD PATTERSON, A.M., Ph.D. 

Professor of Beotumics, Wharton School, University of Pennsylvania 
Author of "Family Desertion and Non-support" and "Seadings 
in the Bistory of Economic Thought' Co-author of "Eco- 
nomic Problems of Modern Life" and “ The School 
in American Society" 


Thibd Edition 
Sbcono Imprebsion 


McGRAW-HILL BOOK COMPANY, Inc. 

NEW YORK AND LONDON 

1943 



SOCIAL ASPECTS or IND'DSTRT 


CoprsiGHT, 192fl, 1935, 1943, by the 
WcGraw-Hill Boos Company, Inc. 

PBINTEO IN THE UNTTED STATES OF AMEBICA 

rights reserved. This book, or 
^t^arts thereof, may not be reproduced 
any form wikoui permission of 
the pviMshers, 


MAPLE PRESS COMPANY, YORK, PA. 



To 

JAMES P. LICHTENBBRGER 

TEACHER, COLLEAGUE, AND 
FRIEin> 




PREFACE TO THE THIRD EDITION 


The ubiquitous trilogy of war, depression, and revolution have made 
recent economic change kaleidoscopic; social readjustment thereto has 
been continuous. The New Deal, for example, was an economic revolu- 
tion in peaceful American fashion; it was preceded by a world depression 
and foittwed by another world war. The social and legal status of labor 
has been tremendously affected by all these momentous events. Hence, 
the necessity of renewed research and repeated revision. The availability 
of the 1940 Census figures also motivated the preparation of this third- 
edition of “ Social Aspects of Industry.” 

The purpose of the present volume continues to be that of a general 
survey of social problems of industry. Although many excellent texts on 
labor problems have appeared since the publication of the first edition, 
some of them are encyclopaedic in character; others present labor prob- 
lems from the legal aspect or from the viewpoint of industrial management. 

» This third edition follows the plan of its two predecessors. Part One 
sketches the general background in social forces, economic techniques, 
legal institutions, and labor supply. Part Two analyzes the fundamental 
labor problem of income, studying the production and distribution of 
the national income, contrasting prosperity with poverty, and attempting 
to test theories of wages by the actual facts. Part Three takes the 
approach of the state through legislation toward the amelioration of such 
causes of social unrest as industrial exploitation and economic insecurity. 
Part Four traces the organized labor movement through various devices 
of collectve bargaining; it moves from problems of industrial conflict to 
programs of industrial peace. Part Five follows the approach of the 
employer through individual initiative in promoting programs of irjiie- 
terial paternalism or industrial democracy. Finally, Part Six reaches 
from conservative projects of economic reform to comprehensive programs 
of economic reconstruction. 

Social problems of industry lie within overlapping zones amid the 
contiguous fields of sociology, economics, and political science. Indus- 
trial problems have social consequences; they involve governmental 
action for their solution. Their very nature defies rigid compartmfentali- 
zation. Realizing the composite character of labor problems, the author 
has attempted to weave them into a unified pattern of social economics. 
Many phaseslsf industrial management, of governmental administration, 
and of labor law have been discussed briefly or omitted entirely. It is 
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obvious that technical points cannot be developed meticulously or 
specialized fields covered fully in such a broad study as that of social 
economics. 

This text is intended merely to carry the general thread of the story. 
It is hoped that time will permit the teacher or discussion leader to supple- 
ment this work by articles of current interest or special significance. 
There are numerous good books covering particular topics; there are many 
interesting and informative periodicals keeping their alert readers abreast 
of recent developments. At the end of each chapter is a list of Selected 
References on the subject matter treated therein. At the end of each 
chapter are also a list of Questions for Discussion, based on the textual 
material, and a list of Topics for Investigation, inviting original work and 
independent thought. 

Conflicting points of view have been presented, from which the student 
can make his own selection or modification. The attempt has been made 
to preserve a fair and objective attitude, to present constructive criticism, 
and to give the best viewpoints of both sides. 

The findings of numerous research students have been freely used; 
due acknowledgment has been made in the footnotes. The author makes 
no claim for originality. He takes this opportunity to express his 
indebtedness also to various teachers of economics and sociology whose 
kind criticisms have stimulated this revision and improved this edition. 
Finally, he wishes to thank Miss Winifred G. Thomas for the preparation 
of the index to the book. 

B. Howard Patterson. 

Philadelfbu, 

January, 1943. 
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PART ONE 

THE BACKGROUND OF LABOR PROBLEMS 


Chapter 1. The Background in Social Forces, Fundamental Concepts. 
Chapter II. The Background in Economic Techniques, This Machine Age. 
Chapter III. The Background in Political Institutions, Our Legal Rights. 
Chapter IV. The Background in Population, Immigration and Labor 
Supply. 




CHAPTER I 

THE BACKGROUND IN SOCIAL FORCES 


FUNDAMENTAL CONCEPTS 

1. Characteristics of Civilization. — Civilization may be viewed as the 
social life and legacy of a group. To understand it requires considerable 
knowledge of present social organization and of past social evolution. 
Civilization expresses itself not only in material forms, such as churches 
and factories, but also in nonmaterial forms, such as group attitudes and 
public opinion. Social life carries on both in economic techniques, or 
ways of getting a living, and in social institutions, or ways of liiung. 

Our culture is continuous, changing, cumulative, and complex. These 
four C’s describe the rectangle of civilization. Within it lie both the 
problems and the potentialities of modern social life. 

2. Social Change. — Civilization then is the hardy perennial of society, 
which has survived pillage and pestilence, war and waste. Nevertheless, 
it presents a constantly changing cluster of economic techniques and social 
institutions. Civilization has emerged from cycles of war and peace, 
depression and prosperity, decadence and renaissance, but always in an 
altered form. The only unchanging characteristic of civilization is the 
persistence of change itself. 

There are periods of slow change, followed perhaps by periods of rapid 
change, followed, in turn, probably by periods of slow assimilation or 
readjustment. Some cultures are so static or so isolated that the stream 
of civilization seems to have stopped its flow or to have drained into 
stagnant pools. On the other hand, different periods or peoples are char^ 
acterized by such numerous, sudden, and sweeping changes that general 
trends or definite currents are difficult to discover. 

Social change, in other words, may be evolutionary or revolutionary. 
Evolution implies slow piecemeal changes. A revolution, on the contrary, 
is a relatively sudden and fundamental change or series of changes. 

Finally, social change may be institutional or technological in character. 
The former affects ways of living; the latter, ways of getting a living. 

>Ifistitutional changes are social readjustments in the human relationships 
of men. Technological changes are economic adaptations of man to 
nature, representing an increased control over the physical environment. 

Institutional changes can be illustrated by modifications in political 
forms and social customs, sucL as those of the American and French 
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Revolutions. Technological changes, on the other hand, are embodied in 
improvements in methods of manufacture, transportation, communica- 
tion* and illumination, brought about by various economic revolutions. 
Of course, institutional and technological changes are interrelated and 
simultaneous; one type of social change influences and induces another. 
Good government, for example, makes for invention and discovery; con- 
versely, mechanical inventions produce social innovations, which in turn 
modify social institutions. 

3. Culture Lag. — Changes in economic techniques are apt to be more 
numerous and more rapid than changes in social institutions. Improve- 
ments in economic techniques are quickly adopted; modifications it social 
institutions are stoutly resisted. In general, economic change is too great 
and too rapid for prompt and smooth social readjustment. This creates 
what is known as culture lag. ‘ 


Economic changes made by 

technical inventions and medianical improvements 


Social readjustment 
impeded by institutional resistances 


Soaal maladjustment 
or 

culture la 


Cbabt 1. — Culture lag. 


Culture lag can be illustrated by the persistent failure to remedy 
existing abuses in France and Russia, which situations finally culminated 
in the French and Russian Revolutions. Flagrant culture lag was suc- 
ceeded by violent social readjustment. 

In our own country, culture lag can be seen in the tardiness of humani- 
tarian legislation to cope with the social problems of economic insecurity 
and technological unemployment, growing out of the invention and 
increased use of machinery. Culture lag has been caricatured aa a horse- 
and-buggy jurisprudence in a streamlined age of mechanical power. 

The progress of science has made modem warfare more destmctive 
than medieval combat; it has also made present machine manufacture 
more productive than primitive handicrafts. But social control has not 
succeeded in curbing the fiery spirit of war; nor has social adjustment 
been able to check its human and economic losses. Technology, or 
applied science, has merely increased the ravages of war and intensified 
this menace to civilization. Likewise, despite all our progress in the arts 
of peace, we have not learned how to narrow the banes and to widen the , 
blessings of power machineiy. Mechanical invention and scientific 
discovery have let loose another giant, which civilization has not yet 
effectively harnessed. Modern warfare expresses the hates of primitive 
man more effectively through the improvfed teclmiques of contemporary 
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culture. Similarly, modern industry has increased powers of destruction, 
as well as improved potentialities of production. 

4. Social Adjustment. — Adjustment is the increase of internal l^r- 
mony or the decrease of external friction. It means that individual 
members of, or component groups within, society are cooperating instead 
of clashing, or that society as a whole has made a better adaptation to its 
physical environment. Man’s relationships to his fellows are improved, 
or man’s control over nature is increased. 

The processes of invention and discovery permit constantly improved 
adjustment. On the other hand, as we have just seen, they necessitate 
continueus readjustment. Otherwise, culture lag creates social malad- 
justments of far larger proportions and with more serious implications 
than would exist in a static or unprogressive society characterized by few 
and minor changes. 

Illustration of Social Adjustment and Maladjustment. — The force 
of sbeial adjustment can be compared to a river cutting a deeper stream 
bed or a new channel to the sea in response to geolopcal changes in the 
earth’s crust. Social maladjustments can be likened to the rocks in the 
valley against which and through which the stream of social adjustment 
slowly but surely pushes its way. These social resistances must be over- 
come, for they dam the stream of social progress; these social abuses 
mar the otherwise harmonious landscape. 

Social maladjustments can be illustrated by the persistence of war 
despite the spread of humanitarianism, by dire poverty amid plenteous 
prosperity, and by distressingly high disease and death rates in the face of 
increased knowledge and improved techniques. 

6. Social Unrest. — Social unrest arises from the failure of our economic 
organization to adjust itself swiftly and smoothly to technological 
changes. It is intensified by the rigidity of social institutions, which 
resist mo di fications necessitated by economic changes. 

Social unrest is characteristic of a dynamic society. A relatively 
static society, like that of medieval Europe or China a century ago, suf- 
fered from maladjustments of which it was not conscious or which it was 
willing to endure. A progressive society suffers from “sublime discon- 
tent.’’ The diffusion of acquired knowledge and the acquisition of higher 
ideals make for dissatisfaction with existing conditions. The spread of 
public education and the development of a higher social morality make for 
a greater sensitivity to industrial maladjustments than ever before. 

^IJence, social unrest exists today in an unprecedented manner. It is to be 
feared only if it remains inarticulate and finally explodes in some sudden 
and violent attempt at adjustment. The French and Russian Revolu- 
tions illustrate the dangers of long suppression followed by sudden 
expression. 
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7. Social Progress. — Social unrest may cause progress and may result 
from progress, but social unrest is not to be confused with the social 
prQgress which it accompanies. Again, social change is necessary to 
progress, but it is not identical with progress. Social change may be in 
the direction of decadence or in the nature of dissolution. Progress 
implies conscious and purposive change in the direction of generally 
accepted goals of social well-being. The nature of social ideals and the 
criteria of industrial progress will be discussed in the concluding 
chapter. 

8. Social Control. — Whereas social progress is a dynamic force, social 
control is a static influence. The former is associated with sociahohange, 
the latter with social stability. Like an automobile in which the driver 
uses alternately accelerator and brake, the progress of society is speeded 
up by inventions and discoveries and slowed down by institutions of social 
control. 

a. Nature . — Social control refers to the influence of the group over the 
attitudes and actions of individual compoang it. By the conscious 
exercise or subconscious influence of social control, the thoughts and deeds 
of members of a particular society or class are brought toward uniformity 
one with another and into conformity with the social traditions of the 
group as a whole. 

Just as invention and innovation make for social change and social 
progress, so imitation and convention make for social control. Individu- 
als are molded by the ancient customs and moved by the current opinions 
of the particular group to which they belong. An individual is restrained 
from actions and attitudes which are regarded as unsocial HTirl impelled 
toward those which are sanctioned by social tradition. 

An unsocial act is one which is regarded as inimical to group interests 
or which menaces the unity and longevity of the group. A social act, on 
the contrary, is one in which individual interests are sacrificed to the com- 
mon good or social welfare. 

h. Necessity and Variety . — Social morality is essentially a problem of 
the social control of individuals. How much social control is necessary? 
What type of social control is best? In answer to the first question, it 
may be stated that, as density of population increases and as the number 
of human relationships multiply, the necessity of social control is intensi- 
fied. Industrialization and urbanization have ended the individualism of 
the frontier. In answer to the second question, it may be observed that 
each^ciety stigmatizes as criminal and punishes most severely those acts 
which threaten its particular type of culture. Blasphemy in a theocracy ' 
and treason in a despotism have been heinous crimes. A modern com- 
mercial and industrial society hounds embezzlers and hunts sabotage. 

c. Stages and Forms . — There are three.general "stages in the evolution 
of social control,, m., custom, public opinion, and law. The folkways 
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develop into mores as a particular custom, rite, or traditional routine 
becomes associated with group welfare. As history progresses, the 
imwritten_rule of custom is succeeded by the written law of the sta{ute 
boot. 

, Put)lic opinion must first formulate itself before it finally crystallizes 
into law. Illustrations can be found in the development of shorter working 
days, minimum-wage laws, and child-labor acts. It must not be thought, 
however, that law ever entirely supplants custom and public opinion as the 
„Bole agency of social control. The activities of individuals are as much 
-'^influenced by the customs of their age and the public opinion of their 
group & by the laws of their land. 

Each of the many social groups to which an individual belongs has its 
own standards and agencies of social control. Thus, the professional 
ethics of physicians or lawyers differ from the ordinary standards of the 
business world. Even among the laboring classes themselves, sabotage 
has been condemned by one group and condoned by another; sit-down 
strikes have been avoided by some unions and practiced by others. 
Moreover, the strength of social control, as well as its forms, differs 
greatly among various economic groups. 

9. Social Institutions. — ^An institution has been defined as a social 
habit of thought. "Social institutions grow from the folkways and mores 
of the group; they-are embodied in unwritten tradition and written law; 
they are expressed in public opinion and social attitudes. Institutions 
generally have a central social purpose and give a definite social organiza- 
tion to the group. They are frequently associated with special ceremonies 
or rituals and with a specialized class of dignitaries who perform appro- 
priate functions. 

All social institutions are agencies of social control; each influences our 
industrial life and is influenced by it in turn. Among the most prominent 
social institutions are the state, the church, the family, the school, and 
such economic institutions as those of modern capitalism. 

The political institution of the state and the economic institutions of 
capitalism are of vital importance. Each has supported the other, and 
each has adapted itself to the other. Recent revolutions have brought 
about changes, not changes in either political or economic institutions 
only, but rather interrelated and simultaneous changes in both political 
and economic institutions. The next two chapters, therefore, will 
discuss, in turn, those economic and political institutions which are 
-/fundamental to an understanding of modern industrialism. 

The family was an important institution of social control in the past; 
but modern city life and the factory system have weakened the economic 
importance that the fainily formerly possessed under the domestic system 
of production. On the other hjftid, the school has increased in importance 
as an institution of social control and as a factor in social progress. 
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During the medieval peiiod, the church, rather than the state, was the 
dominant institution of social control. Toward the close of this period, 
however, kings achieved their independence from the papacy and their 
supremacy over the feudal barons. Constitutional democracies gradually 
achieved the separation of church and state. The church now functions 
as an institution of social control chiefly by its spiritual authority. 
Modem churchmen, however, like the prophets of ancient Israel, occa- 
sionally concern themselves with broad questions of civic righteousness, 
economic welfare, and social justice. 

Other agencies of social control, which might have even more beneficial 
inflnpnnfi than at present, are the newspaper, the theater, and the motion 



Chabt 2. — Industrial triangles. 


picture. Too often, however, they cater to existing ^cial attitudes and 
prejudices; rarely do they uphold the highest and bestnocial ideals before 
their millionsvof patrons. For illustration, motion pictures often feature 
the achievement of great wealth without commensurate production, 
individual acquisition instead of social service, the lure of leisure rather 
than the dignity of labor, and conspicuous consumption in lieu of thrift 
and industry. -c 

10. Nature of Social Problems. — Our previous discussion has revealed 
that a social problem is a maladjustment or a disequilibrium. There is 
friction between classes or a lack of harmony within society as a whole. 
We have seen how social problems arise from culture lag and how they 
Express themselves in social unrest. They characterize a changin g or 
dynamic society, for a group which has no social problems is a dead and 
not a living orgasm. Social problems, then, are the growing p ains of 
the body politic. ^ 

Again, social problems exist because of a gap between social actualities 
and social potentialities and because of the contrast between group deeds 
and group needs. Society is not living up to its greatest possibilities; 
it is' not making the best use of its natural resources or its acquired., 
knowledge. To repeat, the existence of poverty amid plenty, the per- 
sistence of war despite humanitarianism, the prevalence of preventable 
disease in the face of present knowledge, illustrate socidl problems so 
chronic and so common that they are taken for Ranted. 
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Social, economic, and political problems are interrelated, not isolated. 
Tbe development of a .social security program, for example, may result 
in an unbalanced budget and thus create or aggravate economic and 
political problems for the student of public finance. The subjects of 
economics, sociology, and political science can be departmentalized only 
arbitrarily for purposes of specialized study. Most social problems have 
economic causes and involve for their solution or amelioration the Inter- 
vention of government as the political institution of social control. 

11. Labor Triangles. — Economics has been defined as the social study 
of man in the busine.ss of getting a living. Using this definition in a 
restrictSd sense, it becomes a statement of the scope of labor problems. 
However, man works to live; he does not live merely to work. Hence, 
the student of labor problems is interested in living standards as well as 
in working Standards. He is concerned not only with production but 
also with consumption and distribution of income. 

The study of labor problems, then, extends over the entire field of 
economics; it also crosses the borderlands of sociology and politick 
science. Indeed, the location of this subject in any one of these three 
fields is merely a matter of convenience and emphasis. 

It is as difficult to define the labor problem as it is to determine its 
field. Our story is one of the evolution and organization of the workers 
and of efforts to improve their living and working conditions through 
legislation by the state, through collective bargaining by their own organi- 
zations, and through the paternalism of benevolent employera. 

In a subsistence economy where man worked for himself and con- 
sumed his own products, no labor problem existed; each individual 
worked when, where, and how he pleased. In an exchange economy, 
however, the laborer sells his services and works for an employer under 
mutually acceptable terms. There is a contractual relationship and an 
evaluation of services in wage payment. Out of such a situation, labor 
problems emerge. 

History may be called to witness that the real wages of workers have 
increased, while their hours of labor have decreased, especially within 
modem times. On the other hand, it seems equally apparent that the 
hazards of modem industry have multiplied. The new specters of 
economic insecurity and economic instability terrify those who toil today 
as much as, or more than, the old ghosts of low wages and long hours 
threatened the workers of an earlier period. Moreover, it cannot be 
.assumed rashly that low wages and long hours have been abolished. 
Since many grouj® of workers have yet to feel the emancipating influence 
of TninimuTn wage standards, some types of labor, either through inade- 
quate wages or irregular employment, are not receiving sufficient income 
to maintain a minTmuTTi standard of living or to achieve the “good life “ of 
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which much is now said "and written. Not all workers have shared 
properly or proportionally in the increased productivity of the machine. 
The age-old problems of economic inequality and man’s i nhum anity to 
TYig.Ti still throw their shadows over our modern era of enlightenment. 

Although labor problems are numerous, three basic maladjustments 
have been pictured as the industrial triangle — ^the three J’s of economic 
inequality, economic instability, and economic insecurity. Recent 
attempts at readjustment have heen summarized similarly as the new 
three R’b of relief, recovery, and reform. 


Economic insecurii^ 



Economic 

inequality 


Economic 

hstoibility 


Industrial 
maladjustments 


Relief r 



readjustments 


Cbabt 3. — Industrial maladjustments and readjustments. 


These are some of the labor problems posed for our consideration. 
These are some of the social maladjustments around which the currents of 
social unrest have recently raged. These are some of the socioeconomic 
problems of our day on which the guns of the Now Deal of Franldin D. 
Roosevelt have been trained; their political roar has drowned the echoes 
of the Square Deal of Theodore Roosevelt and the New Freedom of 
Woodrow Wilson. 

12. Different Methods of Approach. — The process of social adjust- 
ment may be evolutionary or revolutionaiy, according to whether it is 
slow or rapid, peaceful or violent, superficial or fundamental. The forces 
of social unrest may express themselves in an intelligent, constructive 
fashion or in an unreasoning, destructive fashion. Progress represents 
conscious evolution and orderly adjustment, rather than the blind 
attempts or selfish efforts of mob leaders to remove economic maladjust- 
ments from the backs of the masses. 

The process of adjustment may take the form of minor improvements 
or it may be radical in the etymological sense of that term; i.e., it may 
seek to go to the root of things. Liberals would repair by continuous, 
petty reforms the broken machinery of capitalism, but radicals would 
scrap it completely and substitute some other scheme, no matter how 
violently they might disagree among themselves concerning the nature 
of the new order after the revolution had been achieved. Ultracon- 
servatives, on the contrary, would defend the erjisting economic system 
and the present social order against almost any chang os whatever 
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The elimination of industrial maladjustmmts by evolutionary proc- 
esses has been accomplished by the state through labor legislation, by 
organized labor through collective bargaining, and by benevolent 
employers through various paternalistic schemes. Revolutionary adjcet- 
ment has been proposed by radical socialists, by syndicalists, and by 
anarchists. Such changes are those of economic reconstruction rather 
than economic reform. Chart 4 expresses graphically those divergent 
approaches to the solution of labor problems. 

13. Plan of Text. — ^The previous discussion gives us the plan of this 
text. 

Pari One introduces the student to the study of labor problems; this 
chapter explains fundamental social concepts and states the basic issues. 
The following three chapters furnish additional general background for a 
study of labor problems. The second chapter deals with industrial 
techniques and economic institutions; it sketches the historical back- 
ground of the present machine age in the industrial revolution. Chapter 
III is devoted primarily to political institutions and to government as 
the chief agency of social control; it lays the legal basis for a study of 
labor problems. Chapter IV discusses problems of population and 
immigration; it is concerned with the potential labor supply of the United 
States. 

Part Two is devoted to problems of income, which are regarded as 
fundamental in a study of labor problems. An analysis of production is 
followed by one of distribution, to discover, if possible, wherein the mal- 
adjustment lies. The opposite poles of prosperity and poverty are 
located; the ideals of standards of living are contrasted with the realities 
of planes of living; and theories of wages are set off against the actual 
facts of wage trends in the United States. 

Part Three is devoted to such maladjustments as industrial insecurity 
and exploitation. Here the role of the state is stressed and important 
labor legislation is explained. Society’s efforts to provide social security 
and to improve working conditions, as well as attempts to reduce child 
labor and excessive hours of work, are traced. • 

Part Four supplements Part Three. It stresses the role played by 
organized labor and the gains made through collective barg aining . The 
development of labor organizations is traced; their aims and policies 
are outlined. Weapons of industrial conflict and programs of industrial 
peace are contrasted. 

Part Five likewise supplements Parts Three and Four. It appraises 
the employer's contribution in such activities as scientific management, 
personnel administration, welfare work, employee representation, and 
profit sharing. Industrial democracy and industrial paternalism are 
compared. 
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Part Six passes from industrial reform to industrial reconstruction, 
from conservative to radical programs, and from evolutionary to revolu- 
tionary changes. Such comprehensive movements as cooperation and 
socialism are discussed; communism, syndicalism, and anarchism are 
mentioned. 


Socialism 



CsABT 4. — Industrial reform and reorganization. 


There is a concluding chapter on economic utopias and social progress, 
which attempts also to summarize the social ideals of industry developed 
throughout the text. 

Summary. — Civilization is the social life and legacy of a group. Its 
characteristics have been epitomized as the four C’s, for civilization is 
continuous, changing, complex, and cumulative. It includes both 
economic techniques and social institutions. An institution, has been 
termed a social habit of thought. 

Social adjustment is better adaptation or adaptation to new condi- 
tions. Maladjustments are poor adaptations or failures to meet new 
situations promptly and properly. Culture lag arises from ■the failure 
of society to keep pace with economic progress. Technical inventions 
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and Bcientifiic discoveries make for change; social institutions* resist 
change. 

Social unrest arises from the existence of maladjustments; it requires 
realization of these maladjustments and implies hope of improvement. 
The forces of social unrest have recently concentrated on the three 
economic Fa of inequality, instability, and insecurity. The process of 
adjustment has recently expressed itself in the new three R’a of relief, 
recovery, and reform. 

Social change may take the form of progress or of retrogression. 
Progress implies purposive change for the better. Social change may be 
expressed in evolution or in revolution. Changes may take place in 
economic techniques, or ways of getting a living, and in social institutions, 
or ways of living. 

Whereas social change is dynamic, social control is static. Social 
control is the influence of the group on the individual. Social change 
takes place through innovation; social control through imitation. All 
social institutions are agencies of social control, although it is achieved 
mainly through custom, public opinion, and law. 

Social problems are maladjustments. Labor problems arise when one 
individual employs another or others to work for him, for such a situation 
introduces contractual relationships and involves wage considerations. 
Labor problems have been approached by the state through legislation, 
by organized labor through collective bargaining, and by individual 
employers through enlightened policies and experimental programs. 

Questions for Discussion 

1. Distinguish between the material and the nonmaterial aspects of civilization. 
Evaluate and illustrate. 

2. Define a social institution. Give its essentials. Illustrate. 

3. Describe adjustment and maladjustment. Illustrate each. 

4. Explain the nature and origin of culture lag. Illustrate. 

5. When and why is social unrest serious? Illustrate. 

6. a. Define social progress and social control. 
b. Show how they supplement each other. 

7. Show the necessity of increased social control and the possibility of improved 
social control. 

8. Define each and distinguish between evolution and revolution. Illustrate. 

9. a. How would you define a social problem? 
b. Give the origin of labor problems. 

10. Outline the parties to labor relations and the various approaches to labor 
problems. 

Topics for Investigation 

1. Definitions of civilization or culture. 

2. How folkways become mores. 

3. Methods of social control. 

4. Science, technology, and cidture lag. 
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5. Sbcial morality and mdivid^al liberty. 

6. Nature of social problems and essence of the labor problem. 
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CHAPTER II 

THE BACKGROUND IN ECONOMIC TECHNIQUES 
THIS MACHINE AGE 

1. Need of Definition. — Complacent defenders of capitalism and vio- 
lent cijtics thereof are numerous. They can be heard in drawing room 
and on street corner, in pulpit and on platform. The daily press carries 
argument and counterargument, apologetics and tirades. It is only the 

cademic student, “sicklied o’er with the pale cast of thought,” cloistered 
:!.r from the noise of battle, who ventures to raise the fundamental ques- 
titon of just what is meant by the term "capitalism.” The great doers 
of the world are so busy saving, reforming, or attacking capitalism that 
they cannot lay down the sword for the pen in a pedantic attempt to 
define that for whose defense, regeneration, or overthrow they might give 
their very lives. 

(Definitions constitute an indispensable framework of any logical study, 
such as sociology or economics. Although they are tiresome and uninspir- 
ing, their construction affords both discipline and information. On the 
other hand, definitions, like classifications, are apt to be arbitrary and 
sterile. There can be no final or exclusive definition of such complex and 
changing concepts as capitalism and industrialism. Consequently, the 
following attempt at definition should be regarded merely as a starting 
point for the student’s own thi nking and as a device to avoid confusion 
in subsequent discussion. 

2. Nature of Capitalism. — Capitalism may be regarded as an eco- 
nomic order or social system characterized by a relative abundance of 
capital goods and by such institutions as individual enterprise, economic 
competition, freedom of contract, private property, the price system, 
and the profits motive. The existence of money and credit, of merchants 
and markets, is implied, for capitalism is essentially a pecuniary and com- 
mercial system, just as feudalism was inherently a military and landlord- 
ing system. 

The distinction between capitalism and capital is obvious. Capital 
refers to a type of economic wealth, viz., products of past labor used for 
further production. Capital goods are material commodities, but capital- 
ism is a framework of economic institutions. Nevertheless, capitalism 
requires th^ relative abundance of capital, i.e., plenty of transformable 
and exchangeable commochties. A nomadic tribe of shepherdf, a 
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medieval manor, a pioneer community, or a plantation is too primitive, 
too poor, too self-sufficient, or too agrarian to be regarded as such. A 
capitalistic economy is far different from a local subsistence economy. 
It .practices specialization and produces for a distant and impersonal 
market; merchants are important; and money is in common use. 

Again, certain types of economic institutions, as well as capital goods 
and pecuniary values, are regarded as essential to the existence of capital- 
ism. Of paramoimt importance is freedom of contract, which stands out 
in strosng contrast to status, a condition fixed by birth, and illustrated by 
slavery, serfdom, and a caste system. Critics of modem capitalism claim 
that freedom of contract should be curbed in the interests of social wel- 
fare; that individual enterprise should be replaced, in whole or in part, 
by public ownership and operation of essential industries; that private- 
property rights should yield before a partial or complete communism; 
that the sordid profits motive, as the driving force of 'production, 
should be supplanted by the ideal of social service; and that the price 
system, as the imperfect regulator of production and consumption, 
should be replaced by a consciously planned and deliberately rationed 
economy. It is not our purpose now to evaluate the merits or demerits 
of capitalism, in contrast to those of socialism, communism, fascism, or 
some other social order, but merely to observe that capitalism is essentially 
a system of economic freedom and “mgged individualism,” be these 
dearable or undesirable qualities. 

3. Nature of Industrialism. — Industrialism may be defined as produc- 
tion under conditions of machine technique in the factory system, rather 
than by the hand tool of the craftsman under the domestic system. Some 
thinkers regard industrialism as the latest phase of capitalism, i.e., as 
including all the essential elements and institutions of capitalism plus 
machine technique and large-scale production. Other students regard 
industrialism not as an economic order, but as a technological system. 
Hence industrialism is not viewed as inseparable from capitalism but as 
a mechanized type of production which could exist under socialism, com- 
mqpism, fascism, or any other social order. 

4. Historical Setting of Capitalism and Industrialism. — From a his- 
torical viewpoint capitalism is older than industrialism. Antecedents of 
modem capitalism can be found in the ancient commercial civilizations 
of the Mediterranean Sea, including those of Rome, Greece, and Phoenicia. 
However, the appearance or reappearance of capitalism, as just defined, is 
generally placed in the Renaissance cities of northern Italy, such as 
Venice, Genoa, and Florence. The Lombard merchants and bankers 
were the first modem capitalists. 

The coming in of capitalism may be viewed as contempoty with the 
rise of commerce, or the commercied revolution, whjcb can be traced as 
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far back as the Crusades. This transition from medieval to modern 
economy involved the breakup of the manor as a self-sufficient economic 
unit; the replacement of serfdom by freedom of contract; the development 
of an independent peasantry in the country and of a middle class of 
burghers in the towns; production for market demand, rather than for 
local consumption; the use of money and the payment of rents and wages 
in money instead of in services and commodities. 

Modem industrialism is generally dated from the industrial revolu- 
tion, which appeared first in England in the textile manufactures in the 
latter half of the eighteenth century. It involved the substitution of 
power machinery for human strength and skill and the factory for the 
domestic system. 

‘ 6. Modem Economic Revolutions. — ^The coming in of capitalism 
and the advent of industrialism were not the only economic revolutions 
of modern times. In addition to these commercial and industrial revolu- 
tions, important changes occurred in agriculture, transportation, com- 
munication, and illumination. An agricultural revolution in the form 
of increased, improved, and varied farm production had taken place in 
seventeenth-century Europe, even before the industrial revolution. The 
industrial revolution was followed, in turn, by revolutions in transporta- 
tion, communication, and illumination. 

Economic revolutions have been frequent, as well as continuous; i.e., 
there were not merely one agricultural revolution and one industrial 
revolution, but there have been several of each type. Within the United 
States in the last decade or two, new agricultural and industrial revolu- 
tions have taken place. 

Again, these economic revolutions have been as interrelated as 
they have been continuous. The recent revolution in American agri- 
culture was a result of the same process of mechanization as that which 
brought about the industrial revolution. Similarly, improvements in 
modem farm life have been intimately related to revolutionary changes in 
methods of transportation, communication, and illumination. 

6. Nature of Industrial Revolution. — The industrial revolution may be 
defined as changes in methods of production brought about by the inven- 
tion of power machinery and the consequent development of the factory 
system. The term “revolution” denotes a “turning away from” move- 
ment, or any sweeping and sudden changes. 

As a result of the industrial revolution, manufacturing lost its etymo- 
logical meaning of “making by hand.” The substitution of expensive 
power machinery for the simple hand tool necessarily involved the replace- 
ment by the factory system of the domestic system. Power machinery 
wag too large for the home and too expensive for anything except large- 
scale production. . 
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The careful student of history discerns not one industrial revolution, 
but several industrial revolutions — perhaps a whole series of them. The 
so-called “industrial revolution” has been, in truth, a gradual evolution, 
the suddenness and rapidity of which are only relative. Hence it is 
difficult to give exact dates to this momentous movement. It is impossi- 
ble to say just when the industrial revolution began or just when it ended. 
Perhaps it is stiU in progress, for the series of mechanical inventions has 
been continuous. Indeed, its climax was not reached until the new indus- 
trial revolution in the United States during the past two decades. i 

7. Advent of Industrial Revolution. — ^The industrial revolution, in the 
narrow sense of that term, refers to the changes which took place in the 
latter half of the eighteenth century in the English textila industries, 
owing to the invention of power machinery and the consequent introduc- 
tion of the factory system. The great inventions began in 1733 with 
Kay’s flying shuttle. The spinning jenny, invented in 1767 by Har- 
greaves, is another convenient device or date to mark this new movement. 
It was followed by the water frame of Arkwright. The spinning mule of 
Crompton, so-called because of its hybrid origin, subsequently combined 
the best features of these two machines. Weaving, as well as spinning, 
was revolutionized by the development in 1785 of the power loom of 
Cartwright. These important mechanical imventions made for the 
decline of craftsmanship and the domestic system; they “revolutionized” 
the textile industry by the introduction of the factory s 3 rBtem. 

Water power was used originally to run the crude machinery in the 
small factories, but James Watt’s invention of the steam engine, the first 
patent for which was granted in 1769, furnished a new motive power for 
manufactures. Small water-power mills gi'adually gave way to large 
steam-driven factories. 

The industrial revolution expanded from the manufacture of textiles 
& other industries. The fabrication of iron and steel was facilitated 
by the use of coal and coke as fuels and by the invention of the blast 
furnace. The development of these heavy industries accelerated the gen- 
eral tendency from small to large-scale production. Older methods of 
production were replaced by newer and more effective processes. 

8. Spread of Industrial Revolution. — ^The industrial revolution, in the 
broad sense of the word, affected methods of transportation, communica- 
tion, and illumination, as well as methods of manufacture. As a con- 
tinuation of the same general movement must be noted Fitch’s invention 
of the steamboat and Stephenson’s invention of the locomotive in the 
opening decades of the nineteenth century. Improved methods of com- 
munication followed improved methods* of transportation. The tele- 
graph, the telephone, and the radio put in their appearance in the o^der 
na,med about a generation apart. Improvements in methods of illumina- 
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tion were equally revolutionary. The primitive candle and the ancient 
lamp gave way before the marvels of illuminating gas, which, in turn, was 
outmoded by the magic of electricity. 

As time went on, the industrial revolution broadened geographically 
_ as it expanded industrially. It spread from England to the continent of 
Europe and later to America. At the present time. Eastern Europe, 
South America, and the Orient are feeling the quickening pulse of the 
ihdxistrial revolution. Factories have been started and machinery is 
being imported into India, in spite of Gandhi’s adherence to the spinning 
wheel. Cotton mills are springing up within sight of the Egyptian pyra- 
mids. §ijk mills have been built in Japan and railroads in China. 
Oriental peoples numbering hundreds of millions are now experiencing the 
throes of the indixstrial revolution. In spite of the so-called “progress” 
of the past hjmdred years, many of the same economic maladjustments 
which appeared in England during the first phase of the industrial revolu- 
tion are again displaying themselves on an even greater scale in some of 
the more newly industrialized sections of the world. 

9. Industrialization of the United States. — The industrialization of the 
United States came much later than that of England. The table on page 58 
will show that at the opening of the nineteenth century, over nine-tenths 
of our population were rural; at the middle of the nineteenth century, 
eight-tenths were rural; and even at the opening of the twentieth century, 
six-tenths of our population were still rural. Except for a few manufac- 
turing and commercial centers in New England and the Middle Atlantic 
states, the typical American family of a century ago lived on a farm, which 
was almost self-sufficient. In the South, slavery and the plantation 
system flourished; large planters lived like medieval lords on their huge 
and isolated estates. To the West lay an unconquered continent with 
fertile farms for the asking; the philosophy of individualism was part of 
the democracy of the frontier which helped to keep alive the economic 
policy of laissez faire. Labor problems, in the modern sense of the term, 
did not then exist, because relatively few workers were employed for, 
wages; large manufactures and congested industrial centers did not exist. 

Although some mills had existed in colonial America, it was not until a 
generation after the achievement of political independence that important 
manufactures developed in the United States. During the War of 1812 
and the preceding period of the Embargo and Nonintercourse Acts, the 
New England states ^egan manufacturing cotton cloth instead of import- 
ing it from England. The War between the States further stimulated 
■ the industrialization of the United States. Impelled by the necessities 
of this great conflict and encouraged by a high protective tariff, which 
continued lon& after the war was over, many of the basic industries of this 
country took a firm hokl. Th^ manufacture of iron and steel products. 
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the boot and shoe industry, and many other new manufactures were 
added to the already established tejctiie industries. 

10. New Industrial Revolution. — ^Although the industrialization of 
the United States had been taking place at an accelerated rate during the 
generation before the First World War, the demands on American manu- 
factures during that great conflict and in the years which immediately 
followed it were so enormous that the expression “new industrial revolu- 
tion” has been used to describe these momentous changes. There was an 
increase in the variety of industrial enterprises and an expansion in plant 
capacity. Industrial productivity rose rapidly, owing to increased 
mechanization, improved processes, and the introduction of scientific 
management and mass production. 

Electricity and superpower played as conspicuous a part in this new 
industrial revolution as had the steam engine in the first indi^strial revolu- 
tion a centui-y and a half before it. Of equal importance has been 
modern technology, as illustrated by the achievements of industrial 
chemistry. 


The now industrial revolution in the United States, like the old indus- 
trial revolution in England, resulted in considerable relocation of industry 
and some migration of population. Factories were started in the Pied- 
mont section of the new industrial South, where basic raw materials, cheap 
labor, and abundant power resources were available. 

11. Importance of the Industrial Revolution. — ^Just as the Renaissance 


sepwates inedieval from modem history, and the French Revolution the 
ancient regime from the modern era, so the industrial revolution separates 
the old economic order from present industrial society. Many of the 
leading econoimc problems of today can be traced back to the industrial 
revolution, which has colored the entire pattern of modem civilization. 

The French Revolution, whiph took place at about the same time as 
^e early industrial revolution in England, attracted wider attention. 
But; although the French Revolution produced profound social and politi- 
cal changes throughout the entire world, it is doubtful if it revolutionized 
the fives of succeeding generations as much as did the less spectacular 
economic changes taking place across the English channel. 

Judged by a purely materialistic standard, the world of Napoleon 
and Washington had much more in common with the ancient civilizations 
of ^Jxa^er the Great and Julius Caesar than it had with the modem 
?nd two thousand years preceding 

t^«“ie^dous cultural, religious, and political 

^ ^ manufacture, trans- ' 

portarion, commumcation, and illumination had lagged. To be sure 

there had been some improvements in methods of farming,-but the inven- 
tion of agncultural machineiy was a triiqpph of the nineteenth century 
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Homespun cloth was worn by the patriots who suffered at Valley 
Forge, and the cumbersome hand loom was still in use. Methods of 
illumination had improved no more than methods of manufacture. Oil- 
burning lamps, similar in principle to those of ancient Rome, afforded the 
best method of illumination. Tallow candles, such as those made by 
young Franklin, were in common use. 
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Modem means of communication, such as the telegraph, the telephone, 
and the radio-, were undreamed of. Methods of travel used by the troops 
of Napoleon were hardly superior to those employed by the legions of 
Julius Caesar. Indeed, many of the old Roman roads were still in use, 
and some of them were sadly in need of repair. Men journeyed on land 
afoot or by hdrse. The small sailing vessel made water transportation 
slow and uncertain. ’ • 
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12. Effects of the Indust^l Revolution. — The importance of the 
industrial revolution in the history of the world can be visualized by these 
comparisons. Whereas in the previous centuries social adjustments to 
economic changes could be made with relative ease and promptness, in 
the years following the industrial revolution adaptation of social institu- 
tions fell far behind the rapid march of technological inventions and 
mechanical improvements in the arts of production. 

Fabulous wealth resulted from the invention of the machine and the 
introduction of the factory system. New comforts of life and increased 
leisure became possible. More goods, varied goods, cheaper goods, and, 
in some cases, even better goods could be produced in less time than had 
been possible in the age of handicraft and home work. 

Although the industrial revolution has brought to many people the 
more abundant life in the form of improved planes of livingtand extended 
leisure, it has also increased economic instabihty and insecurity. Illus- 
trations are unemployment, industiial accidents, and occupational 
diseases. Loss of ownership of the instruments of production has 
created a new class consciousness and a different social cleavage. Loss of 
control of conditions of employment has permitted a continuation and 
even an increase of exploitation. The machine, as we shall soon see, has 
not always promoted social harmony, nor has it set the workers free from 
drudgery and driving. 


Mthough the population of Europe had remained almost stationary 
during the Middle Ages and had increased only slowly in early modern 
times, it doubled in the century following the industrial revolution. Not 
pidy did the population increase, but it also tended to migi-ate to great 
industrial centers. Huge cities, many times larger than medieval towns 
sprang into existence at strate^c points. Urbanization, as well as indus- 
tnahzation, resulted from the black magic of mechanization. 

13. Dilemma of Modem IndustriaUsm.— this brief review of the 
changes wrought by the industrial revolution indicates that modern 
econoimc society is far different from that which existed in the days of 
the gmldsman and the domestic system. The introduction of power 

Td produced a new economic order 

and has created unprecedented social problems of industry. 

discovered under the lid of a steaming kettle 

Tm 0 ?^ oti °rts 
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dangers of rapid transportation, however, have increased with its speed. 
Again, points of contact have multiplied and human interdependence has 
increased. Economic progress has its costs as well as its comforts, and 
its dangers as well as its delights. Hence increased technological progress 
must be accompanied by, or at least followed by, improved social control 
of industi^^. 

14. Nature of the Machine. — ^The industrial revolution has been 
defined as the series of changes involved in the substitution of power 
machinery for the hand tool and the factory system for the domestic 
system. Modern industrial.life presents the triangle of mechanization of 
process, standardization of product, and specialization of producer. 
Since the Iron Man is the dominant figure of our materialistic civilization, 
let us examine more closely the nature of the machine and even more 
carefully weigjji its advantages against its disadvantages. 

The machine may be regarded as a tool or series of tools operated 
automatically, rather than guided by human skill, and propelled by 
mechanical power, rather than by human muscle. Indeed, machines are 
commonly classified by the degree of automaticity which they embody. 

A machine consists of three parts: (1) the operating tool or series of 
tools, (2) the motor, and (3) the gears or connecting mechanism. 

16. Advantages of Machines. — ^The advantages of the machine are 
too numerous and too apparent to expatiate upon. Compare a modern 
revolving power press with the former hand press or with the still more 
primitive method of copying manuscripts by hand. Such illustrations 
might be multiplied, but the student is fully aware of the advantages of 
the machine and of the dominating role of capital in modem life. iBy 
means of mechanical inventions, economic productivity has been so 
increased that much more wealth can be produced now in a few hours than 
formerly in a much longer time. If the gains of economic progress can 
be well distributed, planes of living can be raised and leisure time can 
be increased for all members of society; if these gains of economic progress 
can be stabilized, the ravages of the business cycle can be reduced. 

16. Disadvantages and Dangers of the Machine.— rMachine pro- 
duction requires minute division of labor, which is both monotonous and 
fatiguing. Nevertheless, the introduction of the factory system was 
accompanied by long hours of work from sunrise to sunset. 

Again, the increased use of capital in the form of specialized machinery 
made the process of production more roundabout, as well as more highly 
specialized. Hence the danger of maladjustments between the demand 
for labor and the supply of labor was increased. An immediate effect 
of the introduction of power machinery was the loss of employment by 
many hand workers. The craftsmen, who lost their jobs by these changes 
of the industrial revolution, sometimes retaliated by wrecking the new 
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machinery and by burning the factories. These industrial maladjust- 
ments incident to the process of mechanization may be regarded as social 

costs of economic progress. , 

As the tending of machinery did not reqmre the skill of craftsmen or 
the strength of men, machines could be operated by women and chil^en. 
A sad page in the history of the industrial revolution was that of the 
exploitation of these unorganized and defenseless workers, particularly 
the children of pauper parents in English poorhouses. 


Interdependent 



indirect 


The new machinery was too expensive to be owned by the workers 
themselves. Hence they lost ownership of the instruments of production 
‘ and control of conditions of employment. A new group of capitalists 
arose who took over the balance of power from the former landed aris- 
tocracy. A different social stratification and a new class consciousness 
were created. 

The industrial revolution is a relatively recent event in the long story 
of economic evolution, and society is still suffering from numerous 
maladjustments which followed in its wake. Great possibilities for good 
and grave social dangers are woven inseparably into the fabric of modern 
industrialism. Economic progress has had its human costs; and broad 
social welfare has sometimes been sacrificed to national prosperity. 

17. Impersonality and Interdependence of Modem Industrialism. — 
The complex industrialism of today affords striking contrasts to a simple 
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agricultural community, such as that of our pioneer ancestors. The 
economic relationships of a local economy and of an agricidtural com- 
munity were direct, personal, and limited, as compared with the complex, 
impersonal, and expansive character of modern economic life. 

Even within the towns, the commercial and industrial life of the 
premachine period was relatively simple, direct, and local. The handi- 
crafts were learned by an apprenticeship system, which was personal and 
almost paternal. Honesty was apparently the best policy for the 
medieval guildsman, since he could rarely escape direct responsibility for 
the quahty of his own products, which could generally be identified and 
which were often before their maker in the local community. 

The development of modem industriahsm has completely changed 
this situation. Modern relationships are indirect and impersonal. 
Nevertheless, ^division of labor has made countless individuals, often 
unkn own to each other, interdependent to an unprecedented degree. 
The development of extreme specialization and extensive markets has 
made our economic and social interrelationships infinite. We produce 
not for a few individuals who are known to us but for a distant and 
impersonal market. We consume daily the commodities and services 
produced by innumerable strangers. 

18. Social Results of Economic Changes. — What are the consequences 
of such a situation? Who, indeed, are our neighbors? Although they 
are infinite in number, many are invisible to those with whom they have 
frequent and important relationships. The growth of big cities, large- 
scale production, and huge corporations has intensified the complexity, 
interdependence, and impersonality of modem life. Urban dwellers 
frequently do not know those who reside in their immediate vicinity. 
Employers cannot keep in personal touch even with their own employees 
or customers. Stockholders know little of the details of the b\isiness of 
which they are the ultimate owners. Absentee capitalism has supplanted 
absentee landlordism. 

Personal relationships beget S 3 rmpathy and understanding, but imper- ' 
sonal relationships often result in apathy and misunderstandings. Thus 
the constant pressure to pay dividends may influence plant managers 
to cut financial expenses at the social cost of lowered wages. The 
wearers of fashionable clothing may not know that their garments were 
produced under sweatshop conditions. The receivers of income from an 
estate in trust may know little of the uses to which their real estate is 
put and nothing about the hardships which their foreclosure of a mortgage 
may involve. The lure of a low price may induce the kindhearted but 
ignorant consumer to buy with avidity Christmas gifts produced by child 
labor and to igilore the products of shut-ins who are striving to maintain 
their economic independence. • 
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In short, not only has increased specialization been accompanied by 
increased interdependence, but also greater complexity has been accom- 
panied by greater impersonality. Such a situation has especial dangers 
and requires additional social controls. It is now easier than ever for one 
to commit an antisocial act and to escape detection and even to avoid full 
realization of its social consequences. 

19. Social Morality Necessary.— The impersonal but interdependent 
character of modern economic life necessitates a long-range instead of a 
short-range vision; it has sometimes been called a “scientific morality.” 
Altruism must supplant a “tooth and claw” individualism; a social 
consciousness must supplement an individual conscience. Individual 
morality must broaden into a social morality, if the meek, or indeed any- 
one else, are to inherit the earth and to survive this machine age. If 
modern civilization is not to destroy itself by its owm inventions, a 
scientific morality or a social ethics must come to the rescue. Swift 
and sound educational progress must be made for the group to catch up 
\rith its own economic techniques. If the feet get too far in front of the 
head, a disastrous faU may result. Perhaps that is what has happened 
to modern civilization, the material advances of which have outstripped 
its spiritual growth. 

Technological progress, as exemplified by scientific discoveries, 
mechanical inventions, and industrial improvements, had taken place 
at a bewilderingly rapid rate of speed. The failure of social adaptation 
to proceed with equal rapidity had created a serious and continuous series 
of social maladjustments. This situation was well illustrated by the 
new industrial revolution in the United States, which culminated in the 
great economic depression, precipitated by the crash of 1929, which was 
followed, in turn, by the social revolution introduced in 1933 and popu- 
larly known as the “New Deal.” Social adjustment, which had lagged 
far behind economic changes, suddenly expressed itself in drastic iimova- 
tions and in wide expansion of governmental activity. 

20. Higher Social Ideals Possible. — Not only do recent economic 
changes necessitate a broader social morality, but also they permit, higher 
ideals in industry. Simon N. Patten regarded the industrial revolution 
as a period of transition from an older economy of pain and deficit to a 
new economy of pleasure and surplus. A mechanized Garden of Dden 
now lies before our very eyes, but economic man, long accustomed to 
live by bread alone, earned in the sweat of his brow, views this super- 
abundance as overproduction and permits this new leisure for all to 
become unemployment for many. In truth, a puzzling paradox of 
plenty, rather than a surplus economy of pleasure. 

Recent inventions and discoveries have so increased production that 
ruthless conflict is no longer imperative; exploitation is nei t h e r eco- 
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nomically necessary nor socially justifiable. Nevertheless, past tradi- 
tions of individual acquisition, instead of the new ideal of social service, 
continue to dominate our thoughts and actions. The gain spirit and the 
profits motive have made us evaluate not only economic goods but also 
social success and human service in terms of the dollar mark. In such 
a critical vein, Thorstein Veblen has condemned the predatory practices 
of the past and the conspicuous consumption of the leisure class. 

Revolutionary economic changes permit, as well as require, a com- 
mensurate social adjustment, in which industrial cooperation can triumph 
over industrial anarchy and in which competition can be expressed in 
desirable^and productive ways. But a social morality will supplant an 
individual morality only when “he profits most who serves best,” or, 
to put the same thought in different words, only when acquisition is 
limited to and proportionate to production. 

The transition from a deficit economy of pain to a surplus economy 
of pleasure should stimulate the development of nonpecuniary concepts 
of value, social standards of production, and aesthetic ideals of consump- 
tion. In his “Vision of Sir Launfal,” Lowell compared pecuniary and 
nonpecuniary values as follows: 

For a cap and bells our lives we pay 

’Tis Heaven alone can be had for the asking. 

The dignity of labor lies in its social usefulness, rather than in its rate of 
compensation. The highest forms of gratification depend on the plane 
and not on the plenty of consumption; the problem is qualitative as well 
as quantitative. An expensive article may, nevertheless, be cheap and 
tawdry, while an inexpensive one may yet be a thing of beauty and a joy 
forever. Such was the message of John Ruskin and his disciple, John A. 
Hobson. 

It is natural for the social traditions of past generations to dominate 
the thoughts and actions of succeeding generations, although conditions 
have changed greatly in the meantime. Thus, struggle, a caste system, 
and sharp practice were parts of the social pattern of antiquity. But the 
progress of science and the invention of power machinery have made 
possible increased leisure time, higher standards of living, and improved 
working conditions. Nevertheless, public opinion and legislation are 
slow to adjust themselves to these new conditions. Social inertia or the 
passive resistance of culture lag has been a tremendous obstacle in the 
pathway of social progress. Laissez faire or the political philosophy of 
■“hands off” industry, as we shall see in the following chapter, has also 
impeded social readjustment. 

Sununary.— ^Capitalism is an economic order or social system char- 
acterized not only by increased u|ie of capital but also by private property 
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aud individual enterprise, rather than by coUective ownersMp and 
operation of the instruments of production. Capitalism also involves 
money, exchange, markets, wage system, profits motive, price mechanism, 
freedom of contract, and numerous other features. Industrialism is the 
recent phase of capitalism which was introduced by the industrial revolu- 
tion. It is essentially mechanization and mass production. 

The industrial revolution may be defined as the invention of power 
machinery and the substitution of the factory system for the domestic 
system of manufacture. It appeared first in England in the latter half 
of the eighteenth century in the great mechanical inventions in the textile 
industries. The industrial revolution later developed improved^ methods 
of transportation, communication, and illumination. It spread from 
England to the continent of Europe, to America, and to the Orient. 

The industrial revolution has changed not only our methods of produc- 
tion but also our modes of life. Machine production has meant more 
goods in less time, i.e., increased wealth with greater leisure. But these 
gains of the industrial revolution were not evenly diffused throughout 
society. The immediate effects of the factory system were increased 
exploitation rather than greater social welfare. 

Modern methods of production are dangerous, monotonous, ntid 
fatiguing. Moreover, the use of power machinery has meant loss of 
ownership of the instruments of production by the workers, and the 
factory system has resulted in loss of control by employees over condi- 
tions of their employment. Industrialism also has made modern eco- 
nomic society extremely interdependent, highly standardized, and very 
impersonal. 

The dilemma of modern industrialism refers to the social costs of 
economic progress, i.e., the relative advantages and disadvantages of the 
industrial revolution. It would seem that technological progress in the 
arts of production has been more rapid than our social adjustment to these 
economic changes; hence the existence of culture lag and the persistence of 
• social unrest. 


Questions lor Discussion 

1. o. Give a definition of capitalism, including its essential features. 
b. When and where did the coming in of capitalism take place? 

2. o. ^fine industrialism in at least two ways. Compare definitions. 

0 . When and where did industrialism emerge? 

Jii s'Sr “ ” 

4. o. What do you understand by the industrial revolution? 

0 . Interpret in both narrow and broad senses, 

revolu4nT^‘ “ broadening and continving phased of the industrial 
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6. Outline and organize the results of the industrial revolution under such headings 
as (a) economic, (b) social, (c) political, and (d) cultural. TtTiich seem of primary and 
which of secondary importance? Some results must be listed in more than one 
column. Create other headings, if necessary or preferable. 

6. a. Define a machine in several ways. 

5. What is the essential feature of a machine? 
c. What are the three main parts of most machines? 

7. a. What is a dilemma? Why is it common in social studies? 

b. How is a dilemma related to culture lag or to social maladjustment? 

c. What is meant by the dilemma of the machine? Illustrate. 

8. How do industrialization and urbanization create new and difficult problems of 
social control? 

« Topics for Investigation 

1. Great inventions of the early industrial revolution in England. 

2. Industrialization of the United States. This study can be hmited to a particular 
period or to a specific area. 

3. Industrialfeation of the Orient or of South America. 

4. Case study of the industrialization of some particular community, e.g., estab- 
lishment of a war industry. Distinguish between causes and effects, between imme- 
diate and remote results, and between good and bad influences. 

5. Ruskin's contempt for the machine and his distinction between wealth and 
illth. 

6. Hobson’s attempt at a human valuation in economics. Criticize and contrast 
with pecuniary values. 

7. Kgou’s concept of a welfare economics. 

8. Patten’s contrast between a deficit and a surplus economy. 
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CHAPTER III 

THE BACKGROUND IN POLITICAL INSTITUTTONS 


OtIR LEGAL RIGHTS 

1. Medieval Control of Industry. — ^During the Middle Ages what is 
now known as the national state was nonexistent or impotent. Under 
feudalism the manor was the economic, social, and political unit. Social 
control of industry was local and crude. “Regulation” of commerce was 
more predatory than beneficial; e.g., robber barons frequently tapped 
what little trade trickled through their domains. The manorial lords 
cruelly exploited the serfs to maintain their own mihtary hierarchy. 

Medieval guilds were local organizations for the control of industry. 
They formulated and enforced minute regulations concerning the occupa- 
tion of their members. Thus, night work was frequently prohibited, 
weights and measures were regulated, and the adulteration or cheapening 
of products Tvas often forbidden. Guild members were generally pro- 
tected against the competition of nonmembeis and foreigners. 

2. Nationalism and Mercantilism. — ^The transition from medieval to 
modern times was featmed not only by the coming in of capitalism but 
also by the strengthening of national states. There was an evolution 
from localism to nationalism, as well as from feudalism to commercialism. 
With the decline of the manorial system and the guilds, a new program 
of governmental control, known as the “national system," developed. 
^ powerful central governments evolved out of the former feudal con- 
f^on, they began to regulate industry and commerce. In England for 
lUustrarion, the strong monarchy of the Tudors expressed itself in both 
eoonoimc and pohtical measures. The Statute of Apprentices, for 

example, made labor compulsory and imposed on the local justices of the 
p6flCG trie duty of fixing wages. 

philosophy of this period, known as “mercantilism,” 
reached its greatest development in the seventeenth century. Mercantil- 
foreign trade and measured national prosperity in terms 

nationalistic re^gulations were 
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1776, appeared Adam Smith’s "Wealth of Nations,” a book which 
great influence on both economic theories and practices. The “faths^l: 
of economics” made his central thesis that of laissez faire or the let-alon© ') 
policy. He argued the case for free trade among nations and strove to ‘ 
show that industry would flourish best when freed from the vexatiohs 
regulations of governments. Adam Smith regarded the functions „xS;. 
government as limited to three fields: (1) protection of its citizens from'r 
foreign invasion; (2) maintenance of justice at home through the courts; ; 
and (3) establishment of certain public works and institutions uneconomi- 
cal for individuals themselves to maintain. 

The eaonomic philosophy of laissez faire was expressed in the political . 
policies of statesmen. During the early years of the nineteenth centmy 
British parliaments removed many of the older restrictions on trade and 
industry. Thys, the Statute of Apprentices, which permitted wage 
fixing, and the Com Laws, which prevented the free importation of 
grain, were finally repealed. The doctrines of laissez faire were eagerly 
seized upon by the rising manufacturing classes, as they resent^ govern- 
mental interference with working conditions and opposed the passage of 
factory laws. Indeed, this policy of laissez faire is sometim^ called ^at 
of the Manchester School, because of its advocacy by those manufacturers. 
It is also termed “liberalism” in contrast to mercantilism, and "iiidi- 
vidualism ” in contrast to nationalism or paternalism. 

4. Fan of Laissez Faire. — industrial revolution brought about 
new conditions which ma de untenable the former theory of laissez 'fime, 
nr le t, alone, in industry. Under the dominance of^aTpHilosophy'or" 
individualism little children and mothers toiled in factories and mines 
under horrible conditions. England was confronted vdth a condition as 
well as with a theory. In spite of the hold of laissez faire, labor laws 
and other humanitarian legislation gradually came into existence. 

Because of the bargaining disadvantages of individual workers, they 
sought to organize into trade unions and to negotiate collectively as to 
wages, hours of work, and general conditions of employment. Collective 
bargaining, however, was viewed by laissez-faire economists as a futile 
attempt to interfere vrith the natural forces of supply and demand which 
determined wages or as a socially undesirable effort to substitute monopoly 
for competition. Indeed, it was regarded by both common and statute 
law as conspiracy. But this laissez-faire attitude, in turn, began to 
wane, and governments gradually removed many of the obstacles which 
had been placed in the path of early labor organizations. Recognition 
and regulation of collective bargaining succeeded the former governmental 
attitude of open hostility. 

5. Recent 'Srend from Liberalism toward Paternalism. — ^The present 
century has seen an even greater* growth of governmental functions and 
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of collective economic efiorts. The First and Second World Wars shaped 
the industrial activities of peoples in accordance with national needs 
during those crisfes. In the intermediate years the great world depres- 
sion was cited as evidence of the planlessness of capitalism and of the 
dangers of individualism. Governments were forced by the ravages of 
war and depression to increase regulation of industry, to plan economic 
production, and to provide social ^curity. Capitalism was challenged 



Paternolism 

or 

mercantilism 

or 

totali+arioinism 


Cha&t 7 . The pe&dAaum of government. 


Individualism 

Or _ 

liberalism 

or 

laissez-faire 


by rival system of Communism. Fascism, and Nazism. Individualism 
totaJitananism in Russia, Italy, and Germany. 

. has become a matter of mere his- 

tor^n^e^i. »u_gh many individuals and organizations contini 
^^for 1^ gove^rent in business,’' a return to th,Missez faire 
5^»--Simth_ia,.unthfnkable..^^A^^^^ the future will witness a' 
further mcre^e m governmental regulation of industry, or a reaction 

Ssto^ howetr^V be seen. To the student of economic 

tastoiy, hone er, it is interesting to see how the pendulum has swum 

Inft^nT liberalism or Imssezfaire 
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6. Laissez Faire and Liberty.— -Onejif. the^ chief arguments -used, in 
..pf. {fsfs.seg,-/aire- has -been- the- allegation that it is essential to 
liberty. - Freed om has been inc orrectly interpr eted . ,a-S__tbe . absence of 
governmental interference with the actions of individuals. Nothing 
could be further from the truth, for government exists to protect the 
liberty of individuals rather than to restrict it. Indeed, the liberty of 
all individuals is secure only when the state is strong enough to p unis h 
lawlessness and license. The confusion of thought which made liberty 
identical with laissez faire can be understood only by remembering the 
despotic and dissolute character of the governments of the Stuarts and 
Bourbons^ Under such a regime the chief threat to individual freedom 
came from the autocratic and arbitrary government then in power by 
divine right of kingship. 


Anarchism 


Little or 
no government 


Individualism 

Liberalism 

Laissez-faire 



Less Governmental 
interference 
with business 



Paternalism Socialism 

regulation of Nationalization 
industry ^ industry 

More Governmental Governmental 
interference ownership and 

with business operation of 

industry 


Chabt 8. — Philosophies of government. 


Although it may have been true before the French Revolution that 
individual liberty could be secured only by a curtailment of the powers of 
government, which then resided in the sacred person of a hereditary 
monarch, it does not follow that freedom and government are opposing 
concepts. Nor are freedom and laissez faire identical. The best gov- 
ernment is not necessarily that which governs the least. Even the 
townsmen and merchants of the Middle Ages knew that the strong 
monarchy of the sovereign king was their best protection against the 
lawlessness of the feudal barons. In a modern democracy, liberty resides 
in a capable representative government, not in anarchism or the absence 
of government. 

Law and liberty are as closely related as govemment and freedom. 
The liberty of all individuals can be secured only by enough legislation 
to protect the weak against the strong, the underprivileged or unprivileged 
against the privileged, and the social members of society against the 
unsocial. This is the new freedom; it is fostered by reasonable, govern- 
mental regulation of industry. It is menaced by anarchism or excessive 
individualism, because that is generally climaxed by dictatorship riding 
into popular favor on empty promises of peace and prosperity. 

7. Individualism and Paternalism. — The interdependence of indi- 
viduals and the social character of business were stressed in the first two 
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ckapters. The great depression was regarded as a maladjustment ; it was 
viewed as a problem of culture lag. The depression was followed by the 
New Deal of President Roosevelt, during which individualism was suc- 
ceeded by paternalism, and moderate, decentralized govermnent was 
replaced by strong, centralized government. The old three I's of 
inequality, insecurity, and instability, were met, it was noted, by the new 
three R’s of relief, recovery, and reform. 

The National Recovery Act forced industries to formulate codes and 
to raise social standards of work. The only remaining alternatives 
seemed to be those of direct regulation of industry by government or 
outright governmental ownership and operation of industry. , “Rugged 
individualism*’ was held to be conducive to industrial anarchy. The 
sweet reasonableness underneath the liberalism of Adam Smith was 
regarded as pre- Victorian. ^ 

Although an extension of paternalism may point toward socialism, it 
is equally true that the logical extreme of the opposite philosophy of 
individualism leads toward anarchism, which is the complete absence of 
government as expressed in the political state. Under anarchism the 
rights of the weak may be ignored by the strong. Hence, anarchism, 
or too little government, may be a greater threat to individual liberty 
than socialism, or too much government. 

8. Expanding Economic Ftmetions of Government. — Numerous 
attempts have been made to classify functions of government. Some 
writers differentiate between the 'primary functions of the state, such as 
protection from foreign invasion and domestic disorder, and the secondary 
fwnctions of the state, such as regulation of industry. 

These latter functions may be subdivided according to those occupa- 
tions which are predatory or represent cut-throat competition, those which 
are characterized by legitimate and beneficial competition, and those which 
are noncompetitive or natural monopolies. Predatory occupations should 
be suppressed, and the plane of competition should be marked out in other 
competitive industries. Those industries in which competition is self- 
destructive should be recognized frankly as natural monopolies, to be 
placed under governmental operation or strict governmental regulation 
as to rates and services. 

Governmental activities with respect to industry may be classified 
further as those which are prohibitive, such as antitrust laws; those which 
are promotional, such as protective tariffs; and those which are regulatory, 
such as the control of interstate commerce. 

The general problem of the social control of industry may be approached 
from a still different angle. Governmental regulation of industry may 
be classified according to w'hether it is exerted in the interest of consumers, 
workers, investors, or the general public. ^ 
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Governmental protection of consumers may be illustrated by pure- 
food laws. The state has also been forced to regulate public utility 
companies in order to protect consumers against excessive prices and 
poor service. 

The interests of the workers, as we know, have been profoundly 
affected bylihFihvention of power machinery and the development of the 
fa ctory systemi' lUusffafibns'of goveirnmmtal' iBgaiaticm'nfTsmThtions 
^ labor~are factory laws protecting safety and health, social insurance 
providing financial security, and legislation stipulating maximiun hours 
and minimum wages. It is with this general type of governmental inter- 
ference with industry that this text is chiefiy concerned. 

The state has sought to protect the investor, as well as the consumer 
and the worker. The corporate form of business organization has 
divorced ownership from control and thereby facilitated the possibility of 
financial manipulation. Hence, many states have passed “blue-sky” 
laws, and the Federal Government has created the Securities and Exchange 
Commission. 

Finally, there are miscellaneous regulations of industry which gov- 
ernments have initiated for the protection of the general public. The 
conservation of forests and the restriction of immigration may be classi- 
fied tmder this type of governmental regulation. 

9. Trend from Governmental Regulation to Operation, — Govern- 
mental regulation of industry has been supplemented or supplanted by 
governmental operation of industry. The increasing congestion of 
population and the growing interdependence of society have increased 
the number of things which can be done better collectively than indi- 
vidually and more economically by a single organization than by numer- 
ous competing firms. Common illustrations are the supplying of water, 
gas, and electricity and the disposal of sewage, garbage, and other refuse. 
Although often done on individual enterprise under governmental super- 
vision, these services can be rendered by the government itself. 

Relatively old functions of government were the building of roads, 
bridges, and aqueducts. Equally legitimate governmental functions in 
our modem machine age are the constmction of municipal subways and 
high-speed transportation facilities. 

Government constmction has been extended from public utilities to 
private homes. Public authorities have engaged in slum clearance and 
the development of low-cost housing projects. This movement has long 
been under way in various European countries. In the United States, 
however, it took the great depression to move our people toward slum 
clearance and public housing projects. 

10. Increasiifg Social Services of Government. — Municipal apart- 
ment houses and community theartem may be as common in the America 
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of tomorrow as are municipal swimming pools and 
grounds today. PubUc hospitals may come to be regarded in the same 
Ught as pubUc schools are now. A new ideal of social service seems to 
supplementing the older idea of regulation of industry The sphere 
5 gSnment is expanding; it is also turning from negative to positive 

phases; i.e., from prevention to provision. ^ ^ . . 

The socialisation of the modern state may be illustrated by recent 
governmental attempts to provide social security against the mdustnal 



Chart 9. — Eitension of governmental functions. 


hazard of unemployment and to grant relief from the deprivations of 
poverty. These specters at our very doors have been regarded as threats 
to domestic tranquillity as menacing as foreign invasion or internal 
disorder. 

In addition to social security and public housing, other relatively new 
responsibilities of government are coming into increased prominence. 
Among them are those of public health and recreation. 

11. Public Education, Health, and Recreation. — Education has long 
been regarded as an important governmental function. Magnificent 
public high schools, the people’s colleges, can now be found in almost 
every large town in the United States. Public health, however, would 
seem to be as important as public education and as'worthy of state 
funds. A poor child is educated at public expense, for the entire group 
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benefits from an educated citizenry and suffers from popular ignorance. 
Is not the same argument sound for an extensive program of public 
health? The state might well inquire into the physical fitness, as well 
as the literacy, of its citizens. It should insist that every community 
provide adequate medical, surgical, and dental facilities for all groups of 
people. 

Although the concept of public hospitals, similar to that of public 
schools, is fairly new, free clinics and wards in private hospitals have 
been in existence for many years. Periodic physical examination of 
school children also is common. Both public and private agencies are 
making a Jieroic attempt to reduce infant mortality and the hazards of 
maternity. A public sanitation and quarantine program also is fairly 
well advanced. State and municipal departments of public health are 
constantly extending their functions, powers, and opportunities for 
public service. 

Recreation is closely allied to education; it is also related directly 
to health and housing. Hence modern cities have established public 
playgrounds and extensive parks and boulevards. Numerous well- 
equipped and well-organized community centers testify to recent civic 
progress in this direction. Free libraries, public art galleries, and 
museums of science also have been established by progressive communities. 

Many of these new community enterprises were at first established 
by private philanthropy. Later they came to be regarded as public 
trusts and as legitimate functions of government. Such was the history 
of public education; this development now is apparently being repeated 
by the public housing, health, and recreation movements. 

12. Significance of These Trends to Labor. — These new social func- 
tions of government are of especial interest to the student of labor 
problems. The public housing, health, and recreation movements mean 
as much to the workers as does the public-education movement. 
Increased leisure must be directed into wholesome and beneficial channels. 
More satisfactory living conditions are as important as more satisfactory 
working conditions. Improved consumption is as essential as increased 
production, to which incidentally it may contribute much. 

In addition to these enlarged social functions of the state there are 
some new governmental services of even more direct interest to the 
workers. Public employment bureaus have been founded to seek jobs 
for the unemployed, and boards of mediation and conciliation have been 
established for the reduction of industrial conflicts. These will be dis- 
cussed at greater length in later chapters. 

13. Social Concept of Private Property. — ^An increase in the economic 
functions of government and an extension of its social services are fre- 
quently opposed by honest but conservative defenders of individual 
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enterprise and also by vested interests whose private profits are threat- 
ened. Hence it seems necessary to explain the social nature of the institu- 
tion of private property. 

In their final analysis, private property rights emanate from society. 
Therefore, they can be modified by society's sober judgment, reversed in 
the light of new conditions, or restricted by higher ideals of social justice. 
No matter what theory of private property is held, that institution can be 
defended only on the broad grounds of social welfare and not in the narrow 
path of individual profits. Although the hold of the vested interests may 
be strong, any form of private property must go when it becomes inimical 
to what can be demonstrated to be the best interests of society. 

Private property rights are relative, modifiable, and social, rather 
than absolute, unchangeable, and individualistic concepts. The courts 
have decided that the power to tax is the power to destroy, and that this 
power may be levied against a property right. On the other hand, it is 
equally important to note the danger of a sweeping indictment of such a 
fundamental institution as that of private property. Qualifications must 
be made concerning different kinds and forms of property rights. A 
thoughtful man may seek changes in the political state or modification of 
private property rights, but not the complete and immediate abolition of 
these two important and related institutions. 

14. Modem Critics of the Institution of Private Property. — Our social 
morality is changing and with it our ideas concerning the institution of 
private property. Less than a century ago human slavery existed in this 
country and was enforced by the laws of the land. It required a bloody 
Civil War to amend the Constitution and to modify our institution of pri- 
vate property in tliis respect. Today, this institution is still under fire by 
various schools of economic abolitionists and revisionists. 

The single taxer contends that “the earth is the Lord’s and the fullness 
thereof.” Natural resources are a free gift of nature and not the result 
of the labor of man. The appropriation of this common heritage for 
their own use or abuse by powerful but selfish individuals is regarded as 
little worse than the appropriation of the persons and services of one’s 
fellow men. Consequently, the single taxer would abolish or seriously 
modify the institution of private property in land. 

The socialist would go further in his war against capitalism, for he 
objects to private property rights in capital as well as in land. Although 
land is a free gift of nature, capital is the result of labor and abstinence. 
In the opinion of socialists, however, society should own its capital col- 
lectively and should reward production rather than mere ownership. 

^ The communist goes even further, for he opposes the institution of 
private property in general. The anarchist would destroy the present 
political state, which is the great bul\^ark of the institution of private 
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property. Communist anarchists and syndicalists oppose both the institu- 
tions of the state and private property. 

Conservative reformers approach the problem from a different angle. 
They would not confiscate private property in land or capital, but they 
would limit the right to bequeath enormous fortunes. As the right of 
inheritance is viewed as the chief source of economic inequality, these 
critics urge that each individual be compelled to stand on his own feet 
rather than be carried on the shoulders of his father. Partly from social 
policy and partly for the sake of additional revenue, governments have 
turned to progressive inlieritance taxes, as well as to progressive income 
taxes. • 

16. Property Rights and Human Rights. — Some critics of our eco^ 
nomic order have pointed out the perennial conflict between property 
rights and hum^n rights. When a newly recognized human right con- 
flicts with an old established property right, the latter must go. Our 
forefathers recognized the institution of human slavery, and slave owners 
possessed the legal right to own and to exploit their fellow men. The 
abolition of slavery was confiscatory of the property right of slave owners 
in favor of the human right of slaves to their individual liberty. The 
abolitionists of the North spoke of a higher law than that of the United 
States, and John Brown was willing to give his life for a cause which was 
morally right but legally wrong. A modification of the antebellum insti- 
tution of private property was demanded by rising ideals of social justice 
throughout the entire land. 

The rigid maintenance of certain property rights today may conflict 
with the human rights of some exploited workers. Hence, the passage of 
labor laws in their behalf. On the other hand, the introduction of a 
mandatory minimum-wage and maximum-hour law, for example, inter- 
feres with freedom of contract, which the courts have held implicit in the 
property right guaranteed by the Fifth and Fourteenth Amendments of 
the Federal Constitution. But fair-labor-standard laws assume that 
there is a still higher human right of workers to live decently and to work 
in healthy surroimdings for only a reasonable length of time; they likevdse 
assume a more flexible concept of private property rights. 

In contrast to the former attitude that business was an individual 
venture of the employer, there is growing up a new concept of industry as 
a social responsibility. Large fortunes are now regarded by some owners 
as public trusts, not merely as private property. As the growing func- 
tions of government attest the increasing socialization of industry, so the 
expanding powers of government aflhrm the increasing limitations on 
individual initiative and private property rights. 

16. Democraey of the Founding Fathers. — The Declaration of Inde- 
pendence, the product of a revolutionary era, affirmed our belief in 
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certain natural or inalienable rights of life, liberty and the pursuit 
of happiness. The Constitution, drawn up in a more conservative 
decade, stressed the right of property, as well as the rights of life and 

liberty. , . r • j r 

The Constitution of the United States was formulated in the penod of 

laissez faire and in the pioneer atmosphere of individualism. Colonial 
America was agricultural and not industrial. The democracy of the 
Fathers was a political rather than an economic idealization; it was 
more theoretical than practical; its implications were greater than its 
applications. 

These factors determined the nature of the Constitution of the United 
States and the character of the early amendments to it. Civil and 
political rights were stressed, and citizens were granted protection against 
the encroachments of an arbitrary central government. , Human slavery 
was not prohibited but permitted; equality of opportunity was not 
assured but assumed. 

17. Labor Problems and the Federal Nature of Our Government. — 
The United States is a federal government and Congress possesses only 
those powera which are specifically ^ven to it in the Constitution. All 
residual rights and powers are vested in the several states. 

The small but important provision in the Constitution which gave 
to Congress the power to regulate interstate commerce has been the legal 
rock on which developed Federal control of big business. The progress 
of social and humanitarian legislation, however, was long retarded by 
the fact that these matters were regarded as falling largely within the 
province of the individual states. The power to tax, as well as the power 
to control interstate commerce, has been the legal basis of much Federal 
regulation of industry. 

Labor legislation, for the most part, and for a long time, was held to 
lie within the residual powers of the state governments. Hence uni- 
formity of standards or procedure was well-nigh impossible within the 
United States. Again, strict regulation within one state might cause 
an industry to seek refuge across its boundary. This mere threat was 
sometimes sufficient to defeat within a particular state the passage of 
desirable labor legislation. Federal legislation has been the only means 
of securing uniformity; but in many cases such Federal legislation was 
held to require a Constitutional amendment. This was formerly the 
case with child-labor laws and legislation providing minimum wages and 
maximum hours. With the advent of the New Deal of President 
Frankhn D. Roosevelt, however, such Federal laws were passed, based 
generally on the interstate commerce power of Congress. Their passage 
represented a growing centralization of government and their validation 
by the courts constituted a broadening interpretation of the Constitution. 



THE BACKGROUND IN POLITICAL INSTITUTIONS 


41 


The federal natirre of oiir government has had its advantages as well 
as its disadvantages. Although it may have been impossible to pass a 
certain labor law within Congress, public opinion in one or more of the 
several states might sanction it. Hence the legislation of progressive 
states has been in advance of that of the entire country. The federal 
nature of our government made possible experimentation with various 
types of labor legislation and with different reform projects. Thus, 
Kansas, Wisconsin, California, and several other states have been experi- 
mental laboratories, the results of laws within which have been watched 
with great interest and profit by aU other states in the Union. 

Although the United States is a federal government, not a unitary 
one, centralization of power has been taking place. The individual 
states have been increasing their authority over health and education, 
which were formerly regarded as local matters. Similarly and simultane- 
ously, the Federal Government has been increasing its powers at the 
expense of the states. This tendency was first expressed in an extension 
of Federal subsidies to states which cooperated in building roads or raising 
standards of vocational education. As we shall see later, a similar 
principle was embodied in the Social Security Act of 1935, which provided 
that the Federal Government should match state pensions to the aged 
and return pay roll taxes to those states having satisfactory unemploy- 
ment compensation laws. 

18 . Labor Problems under a Written Constitution. — ^The fact that 
the United States is a constitutional democracy with a written constitu- 
tion is also important to the student of labor problems. Although a 
democracy with a written constitution possesses some advantages over 
one without it, any written constitution, no matter how good and liberal 
in its day, must later present a serious problem of adjustment to a 
dynamic, growing society. Although economic conditions have changed 
rapidly dining the past century, it has been difficult to amend the 
American Constitution in some important respects. Consequently, 
legislation which attempts to formulate changes in public opinion and to 
solve new' problems, or changing aspects of old ones, must meet continu- 
ally the test of constitutionality. 

This difficulty has been especially noticeable in labor legislation, 
for the industrialization of the United States and the development of 
labor problems took place several generations after the adoption of the 
Federal Constitution. The test of the constitutionality of labor legisla- 
tion is a challenge not faced by a country such as Great Britain, which 
does not have a written constitution and whose Parliament can pass 
whatever legislation it regards as most suitable for new conditions. 
Such legislation can be repealed or amended in the light of practical 
experience; it cannot be declared unconstitutional. 
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On the other hand, there are certain advantages of a written consti- 
tution to the individual citizen. Former Chief Justice Taft stated its 
case as follows: 

The Constitution was intended, its very purpose was, to prevent experiment 
with the fundamental rights of the individual. We said through Mr. Justice 
Brewer in MvHer vs. Oregon that "it is the peculiar value of a written constitution 
that it places in unchanging form limitations upon legislative action, and thus 
gives a permanence and stability to popular government which would otherwise 
be lacking.”* 

19. Individual Freedom and Constitutional Guaranties.-^The early 
amendments to the Constitution, known as the “Bill of Rights,” were 
designed to preserve the individual liberties of our citizens against the 
encroachment of the Federal Government. Thus, the Fifth Amend- 
ment provides that no citizen shall be deprived by Congress of life, 
liberty, or property without due process of law. The Fourteenth 
Amendment, which was designed to give the Negro the legal protection 
of citizenship, provides that no state may deprive its citizens of life, 
liberty, or property without due process of law. Similar guaranties of 
individual liberty are contained in the constitutions of the several states. 

As the right of property has been held by the courts to include 
freedom of contract, it is difficult for either the Federal Government or a 
state to pass a law which abridges this freedom of contract of worker or 
employer. The courts have held that certain labor laws interfered with 
individual freedom of contract. For example, workmen’s compensation 
laws and, still later, minimum-wage laws had to jump this constitutional 
hurdle. Hence these so-called “constitutional protections” have often 
meant that the actual economic freedom of the worker has been sacrificed 
to his theoretical legal rights. 

This situation is further involved by another constitutional proviso 
that “no state shall . . . pass any . . . law impairing the obligation 
of contracts.”® This constitutional clause was inserted to prevent repudi- 
ation of debts by the states. Its practical result has been to make 
difficxilt the regulation of public utilities and business corporations. It 
has also been an obstacle in the path of labor legislation. 

20. Legal Equality and Economic Inequality. — ^The constitutional 

guaranties of “life, liberty, and property,” and “due process of law” 
phrase, and other clauses in the Constitution have expressed our belief 
in the vital importance of equality before the law. Indeed, equality 
before the law is far older than the Federal Constitution of the United 
States. It is regarded as the legal birthright of aU citizens under com- 
mon, as well as constitutional, law. . 

* Truax v. Corrigan, 257 U. S. 312, 1921. • 

’ Art. I, Sec. 10. 
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Legal equality, however, must be distinguished from biological 
equahty, on the one hand, and economic equality, on the other hand. 
Individuals are not born with equal physical or mental abilities; nor 
are they bom into identical social environments with the same economic 
opportunities. 

Equality before the law is not s 3 Tion 3 anous with equality of oppor- 
tunity in the business of getting a living. Herein lies the argument in 
favor of minimum-wage laws for women or other groups which possess 
so little bargaining power that they are in danger of being exploited 
by a more powerful group. Opponents of such legislation regarded it as 
violation ofrlegal right of freedom of contract or as class legislation. 

21. Discrimination and Class Legislation . — A law cannot properly be 
regarded as class legislation unless it is unreasonable in its provisions, 
i.e., unless it is iiot designed to serve some useful object, or unless its 
social purpose is not commensurate with the injury inflicted. Thus a 
law forbidding the wearing of fur coats would be an unreasonable dis- 
crimination against individuals owning these luxuries, whereas an 
ordinance forbidding smoking in streetcars is a reasonable discrimination 
against smokers in favor of the general interest of the riding public. 
The latter ordinance, unlike the former, seiwes a social purpose. Hence 
it cannot be regarded as an unreasonable or a capricious discrimination. 
It does not violate equality before the law. 

22. Nature of Equality before the Law. — Many pieces of labor 
legislation have improperly been called violations of legal equality, 
because they have taken cognizance of economic inequalities and have 
legislated differently for different groups. In the field of public finance 
the principle of progression in taxation was at first regarded as discrimi- 
natory. It was finally held, however, that the principle of uniformity 
means not a flat rate of taxation for aU incomes, but that all individuals 
having the same incomes must pay the same rate of tax; the rate of 
taxation might be greater in the higher brackets of income and smaller 
in the lower brackets. The principle of equality before the law cannot 
mean that all persons must be treated similarly under all conditions, but 
only that s imil ar conditions must receive similar treatment for all 
people. 

23. From Master and Servant to Employer and Employee. — ^Labor 
legislation has passed from the old dispensation which treated of the legal 
relationship between master and servant to the new dispensation which 
treats of the rights and duties of employer and employee. Although the 
former master and servant relationship pretended to treat the two as 
equals before the law, it retained important characteristics of an earlier 
servile state. * 

In order to raise the legal status of the worker from that of servant 
to that, of employee, the law found it necessary to recognize important 
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differences in the economic conditions of employer and employee. It 
sought to provide a real rather than a fictitious equality before the law 
by coining to the rescue of the group in the inferior bargaining position. 
Otherwise, economic inequalities between employer and employee under 
modern conditions of capitalistic production would perpetuate depend- 
ency and permit even greater exploitation. 

24. Labor Legislation and Police Power of the State. — The police 
power of the state has been invoked by the courts to defend social 
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legislation which encroaches on individual liberty, property, and freedom 
of contract. It may be regarded as a residual power of the state to pass 
legislation or to enforce executive mandates when the social interest 
requires that these constitutional rights of individuals be sacrificed to 
the common safety, health, or welfare of the group. “The police power 
is an indefinite authorization for the American State to abridge liberty 
or property without consent or compensation in addition to its more 
general powers.” 

Under the police power of the state an individual suffering from a 
contagious disease may be deprived of his liberty in the interests of the 
health of his fellow citizens by an enforced quarantine. Again, cattle 
suffering from the hoof and mouth disease may be confiscated and 
killed, which represents the taking of property without compensation, in 

' Commons, J. R., and J, B. Andbews, "Principles of Labor Legislation," rev. ed., 
p. 13, 1927. 
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order to protect the property of other members of the group. But in 
all such actions it must be clear that the loss to the individual is less than 
the gain to society. 

The police power of the state has an important bearing on labor 
legislation, a large portion of which looks to it for its authorization. 
Thus the police power of the state has been used to justify the passage 
of child-labor legislation, laws for the restriction of hours of work and 
improvement in conditions of employment of women, and safety legisla- 
tion for all employees. 

The effect of the police power is to impose a burden, or to exercise 
a restraint, on some individuals for the benefit of all other individuals. 
But the final defense of such legislation rests on whether or not a public 
danger is thwarted or a public benefit is gained. Otherwise, such legis- 
lation represents special privilege or class discrimination. The sovereign 
power of government must not be used to further private purposes, 
whether they be those of manufacturers or those of trade unionists, the 
special interests of capital or of labor. 

The states accomplish under the police power what the Federal 
Government accomplishes under its taxing powers or under its interstate 
commerce powers. But the concept of the police power may be used in 
a broader sense 

... to imply all the powers of government, whether of police, taxation or inter- 
state commerce, in so far as they are used to justify that indefinite expansion of 
power to abridge liberty or property without compensation for some newly 
recognized public purpose. ... In this way without formal amendment the 
American constitutions are unconsciously amended by the police power through 
the change of public opinion regarding the rights and liberties of labor.* 

26. Political Philosophies and Policies. — ^The laissez-faire philosophy 
of Jefferson and Jackson, two patron saints of the Democratic Party, was 
that of the country squire and the frontiersman. Individualism was 
popular and practical as long as America was largely agricultural and 
plentifully endowed with good land to be had for the taking. But the 
industrialization of the United States after the Civil War transformed 
this let-alone attitude of the small farmer into the laissez-faire doctrine 
of big business. The Sherman Act of 1890 was an attempt to enforce 
the fair and frde competition of the small tradesman on the huge corpora- 
tion of a new era. Both its advisability and its practicability have been 
questioned. The general policy was reversed in such recent legislation 
as the National Industrial Recovery Act. 

As early as the administration of Theodore Roosevelt there were some 
indications of an abandonment of the older philosophy of laissez faire in 

1 Ibid., p. 17. 
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favor of the revived doctrine of strong government, which showed itself 
definitely in a more vigorous policy on the part of the Federal Executive. 
This new tendency was displayed positively in Theodore Roosevelt’s 
attempt to settle the anthracite strike, as well as negatively in his crusade 
against the trusts. In the first instance, the “big stick” was supported 
more by public opinion than by constitutional authority. 

Although the administration of President Taft represented somewhat 
of a reaction toward greater conservatism on the part of the Federal 
Executive, these four years witnessed the passage of numerous state laws 
concerning child labor, minimum wages for women, workmen’s compen- 
sation, and other social problems of industry. Laissez faim was waning 
more rapidly in the individual states than in the National Government. 

The New Freedom of Woodrow Wilson is now regarded as a prelude 
to the New Deal of Franklin D. Roosevelt. Although confined to 
relatively minor problems during Wilson’s first administration, it was 
necessarily expanded during his second administration by the exigencies 
of the First World War. This great emergency called for concerted 
collective action rather than “business as usual,” as was at first assumed. 
Constitutional guaranties were ignored and the vestiges of laissez faire 
were sloughed off. Especially created wartime administrative officers 
and boards operated the railroads and controlled essential industries. 
Competition gave way to cooperation, and freedom of contract bowed 
before a governmental policy of price fixing for certain essential com- 
modities and services. A regimented economic society, resulting from 
wartime Federal control, continued to function until after the signing 
of the Armistice. 

The administrations of Harding and Coolidge represented a “return 
to normalcy” and an earlier political philosophy of “less government in 
business.” Nevertheless, numerous states made some further progress 
toward enlightened social and industrial legislation. The "rugged 
individualism” of Herbert Hoover, continuing the Federal tradition of 
the two earlier Republican administrations, made a desperate last stand 
in the great economic depression of 1929 to 1932; it ended in overwhelm- 
ing defeat at the polls in the presidential election of 1932. 

26. Political Revolution in the New Deal. o. General Scope . — ^The 
first special session of Congress rmder President Fra nklin D. Roosevelt 
passed in short order the National Industrial Recovery Act, the Agri- 
cultural Adjustment Act, the Federal Securities Exchange Act, the Home 
Owners’ Refinancing Act, and various other measures which widened 
the scope of the Federal Government and increased the power of the 
President to a degree unprecedented in peace times. 

The warhgainst depression was prosecuted as vigorously by President 
Roosevelt as the war against the Central Powers of Europe had been 
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conducted by President Wilson; its costs also ran into billions of dollars. 
Belief for the poor was advanced by the Federal Government to the 
several states. Public employment was created by such Federal agencies 
as the Public Works Administration and the Works Progress Adminis- 
tration. Provision for “the lost generation” of young people unable 
to find employment or to go to college was made through other Federal 
agencies such as the Civilian Conservation Corps and the National 
Youth Administration. 


National Labor 
Relations' Act 
of 1935 



b. National Industrial Recovery Act . — ^The National Industrial 
Recovery Act of 1933 invited business to clean house for itself by the 
formulation of various industrial codes. But the government held the 
whip hand by its power to license only those industries whose codes were 
satisfactory in their protection of labor and in their conservation of 
public interests. Moreover, the President could, and did, impose a 
blanket code on noncooperating or dilatory industries. 

The great significance of this emergency legislation to students of 
labor problems is apparent. The right of labor to bargain collectively 
through representatives of their own choosing was embodied in the 
National Industrial Recovery Act. Employment, hours of work, con- 
ditions of labor, and even minimum wages for men, as well as for women, 
were brought under the control of the executive branch of the Federal 
Government. The objectives of the proposed child-labor amendment, 
so long delayed in ratification by the states, were suddenly realized in 
some of these “voluntary,” cooperjjitive industrial codes. ' 
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The National Recovery Administration was abruptly terminated by 
a decision of the United States Supreme Courts which declared the act 
to be unconstitutional, as it embodied an unwarranted delegation of 
power from the legislative to the executive department of the Federal 
Government. Then began a great political controversy between Presi- 
dent Roosevelt and the Supreme Court, which was featured by an 
unsuccessful attempt to change by law the character of the Supreme 
Court, and which was terminated only by sufficient new appointments 
to recurring vacancies on the Supreme Court to insure a more liberal 
interpretation of New Deal legislation. 

c. Fundamental Labor Laws . — Subsequent legislation embodied some 
features of the National Industrial Recovery Act. The Wagner Act of 
1935, better known as the Labor Relations Act, reaffirmed the right of 
workers to organize and to bargain coUeetively through representatives 
of their own choosing. It created a new Federal body for the enforce- 
ment of that right. The Fair Labor Standards Act of 1938 sought to 
rebuild a ceiling over hours and a floor under wages; it also proscribed 
child labor. Both these acts were based on the interstate commerce 
power of Congress. The Federal Government finally succeeded in regu- 
lating intrast5ite industry on the theory that every large manufacturing 
enterprise found it necessary to import materials from and to export 
finished goods to other states than the one in which it operated. 

The Social Security Act of 1935 provided unemployment compensa- 
tion, old age benefits, and numerous other features. It was based on the 
taxing power of the Federal Government; it operated through the device 
of returning taxes and paying subsidies to those states which cooperated 
in such programs and maintained certain standards. 

Each of these three acts will be treated in later and separate chapters. 
They are outlined together here as the central core of the labor program 
of the New Deal. They are pictured in Chart 11 on page 47. 

Summary. — ^The evolution of modern capitalism during the transition 
from a local subsistence economy to a national exchange economy was 
featured by the phUosophy of mercantilism, which advocated govern- 
mental regulation of commerce and industry. Mercantilism was suc- 
ceeded toward the close of the eighteenth centiuy by the philosophy of 
liberalism and the policy of laissez fairs or let alone. More recently the 
pendulum has swung back again toward increased governmental regu- 
lation of industry. Functions of the state have expanded from the 
primary one of maintaining order to the secondary ones of controlling 
industry and providing social services. 

Private property is the legal right to acquire, to hold, and to dispose 
of various kinds of economic wealth. It includes freedom of contract, 

' Schechter Poultry Corp. v. United States, U. S. 495, 1935. 
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wiiich, in turn, implies economic freedom. Equality before the law, 
however, means little in the face of glaring economic inequalities. The 
institution of private property has been modified by economic changes 
and by social progress. 

The United States is a federal government with a written constitution. 
The Federal Government possesses only those powers specifically dele- 
gated to it in the Federal Constitution. Of greatest significance for the 
control of industry and labor are the power to tax and the power to 
regulate interstate commerce. 

The constitutions of individual states, like the Federal Constitution, 
have their •own bills of rights, which guarantee their individual citizens 
life, liberty, property, and other civic rights. Each new labor law has to 
stand the test of constitutionality both by its own constitution and by 
the Federal Coijstitution. The police power of the state, as developed 
by judicial review, is its authority to pass laws which encroach on the 
constitutional guaranties of individual freedom, when the common 
safety, health, and welfare of the group necessitate such action. 

Questions for Discussion 

1. a. Distinguish between individualism and paternalism. 

6. Distinguish between mercantilism and liberalism. 

2. a. Outline some of the increasing functions of government. 

6. Classify functions of government. 

3. o. What do you \mderstand by the institution of private property? 

b. Differentiate it from economic wealth. 

4. o. What do you understand by the social concept of property? 

h. Show how the concept of property has changed. 

c. Illustrate some present critics of private property. 

5. a. How does the Federal nature of our government affect labor problems? 

6. How does the constitutional nature of our government concern it? 

6. a. Enumerate some of the chief constitutional guarantees. 

6. Show how they affect labor. 

7. When does differentiation become discrimination and why? 

8. Explain the nature and significance of the police power of the state. 

9. Show the gradual centralization of governmental functions. 

10. a. Outline some of the major advances in social legislation made under the 
New Deal of President Roosevelt. 

b. Explain the constitutional basis and the change in legal philosophy. 

Topics for Investigation 

1. Transition from mercantilism to liberalism. 

2. Theories of private property, 

3. Varied and changing concepts of property. 

4. Judicial interpretation of the police power of the state. 

5. National Industrial Recovery Act — purpose, provisions, results. 

6. Philosophy of government under the Square Deal of Theodore Roosevelt, the 
New Freedom of Woodrow Wilson, andibhe New Deal of Franklin D. Roosevelt. 
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7. Expanflion of governmental functions during the First and the Second World 

Wars. 

8. Increase in governmental services during the great depression. 
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CHAPTER IV 

THE BACKGROUND IN POPULATION 


IMMIGRATION AND LABOR SUPPLY 

1. Increase in Population of the United States. — When national inde- 
pendence was achieved, the combined populations of the thirteen original 
states totaled about 3 millions. The 1940 census revealed over 131 
million inhabitants within continental United States. 


POPTTLATION OF XBS UNITED STATES AND PeBCBNTAOE INCREASE BT DeCADES 


Year 

Population 

Percentage 
increase over 
previous census 

Year 

Population 

Percentage 
increase over 
previous cenaus 

1790 

3,929,214 



38,558,371 

23 

1800 

5,308,483 

30 


50,155,783 

30 

1810 

7,239,881 

37 

Bl 

62,947,714 

25 

1820 

9,638,453 

33 

1900 

75,994,575 

21 

1830 

12,866,020 

34 


91,972,266 

21 

1840 

17,069,453 

33 


105,710,620 

15 

1850 

23,191,876 

36 


122,775,046 

16 

1860 

31,443,321 

35 


131,669,275 

. 7 


This great increase of population has been due both to foreign immi- 
gration and to native surplus of births over deaths. Immigration, which 
was formerly important, is now insignificant. 

Our rapid increase in population was accompanied by territorial 
expansion to an area many times that of the original settlements. The 
Pacific Ocean was eventually reached and the frontier finally disappeared. 
The era of rapid growth of population and territory has ended. The 
United States has passed its national adolescence; it has arrived at social 
maturity. 

During the first half of our national existence population increased 
rapidly and steadily by about one-third each intercensal period. The 
decade from 1860 to 1870 saw the first significant slowing down of this 
rapid and steady rate of increase, which was checked by the ravages of the 
War between the,States. Although the rate of population increase was 
^kccelerated thereafter, it failed to reach its former speed. Then the 
intercensal rate of increase began to decline slowly but steadily from 
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30 per cent between 1870 and 1880 to 15 per cent between 1910 and 1920; 
this decade was featured by the First World War. The following inter- 
censal period was one of relative peace and prosperity; nevertheless, 
the rate of population increase between 1920 and 1930 moved upward 
only 1 per cent to 16 per cent. Finally, in the decade from 1930 to 1940, 
a period of peace if not of prosperity, our rate of population increase fell 
suddenly and sharply to 7 per cent. In this single intercensal period, 
population increase declined to less than half its former rate. 

Our increase in population from 1930 to 1940, although quantita- 
tively the smallest in our entire history, was qualitatively significant as 
the first purely native increase in population due to a natural surplus of 
births over deaths. Whereas in some previous decades immigrants from 
Europe numbered several millions, between 1930 and 1940, for the first 
intercensal period in our entire history, the number of emigrants from the 
United States exceeded the number of immigrants to the United States. 
Our population increase of 9 millions from 1930 to 1940, therefore, was 
exclusively a natural and a native increase. In contrast, 19 per cent of 
the total population increase of 17 millions from 1920 to 1930 was 
attributable to immigration; even this ratio was small in comparison with 
others in previous decades of still heavier immigration. 

2. Present Composition of Our Population. — The people of the United 
States are preponderantly Caucasian. The 1940 census reported that 
whites ntimbered 89.8 per cent of the total population; Negroes con- 
stituted 9.8 per cent; other colored races made up the remaining 0.4 per 
cent. Only 9.7 per cent of our total white population was reported in 
• 1940 as foreign bom, as contrasted with 12.7 per cent in 1930. 

Racial Distkibution op Population in 1940 and Rate op Incrbabb op Bach 


Group, 

1930 TO 1940 



Number in 1940 

Percentage increase 
from 1930 to 1940 

All classes 

131,669,275 

7.2 

Whites 

118,214,870 

7.2 

Native whites ' 

106,795,732 

10.9 

Poreign-born whites 

11,419,138 

-18.3 

Negroes 

12,865,518 

8.2 

Other races 

588,887 

- 1.4 

Indians 

333,969 

0.5 

Orientals 

254,130 

- 3.7 

Chinese 

77,504 

3.4 

Japanese 

126,947 

- 8.6 

Filipino 

45,563 

0.8 

Hindu 

2,405 

.-23.2 

Korean 

1,711 

- 8.0 

Others 

• 788 

1.0 
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The majority of Negroes still live in the South. During the past 
generation, however, thousands of Negroes have migrated northward 
to the Middle Atlantic and North Central states. For the most part 
this migration has been from the country to the city and from agriculture 
to industry. Restrictions on immigration have resulted in the industrial- 
ization and urbanization of the Negro, who has taken the place formerly 
held by the unskilled worker from Europe. 

The majority of Asiatics are to be found in the Pacific Coast states. 
Many of them are engaged in truck farming and fruit growing in the 
valleys of California. 

There ^re over a million Mexicans in our great Southwest, which 
formerly was part of Mexico. Many of these Mexicans engage in cattle 
raising and are scattered on ranches throughout Texas and other border 
states. Some are concentrated in large cities, such as Los Angeles, where 
they are employed as unskilled laborers. 

A comparable giuup in the opposite corner of the United States are 
the French Canadians; they are common in the lumber camps of Maine. 

3. Immigration in Relation to Population Growth. — Past immigra- 
tion to the United States cannot be construed as a net increase in our 
population, for large-scale immigration has been accompanied by a fall 
in the native-white birth rate. Indeed, it has been contended that the 
population of the United States would be almost as large as it now is by 
the natural increase of the descendants of the early white settlers, even 
if the United States had received no immigration from Europe during the 
past century. Although this position^ is dubious, the opposite extreme 
of denying the influence of immigration on population growth is 
wrong. 

4. Rates of Increase of Various Groups in our Population. — ^The 
varying rates of natural increase among the different races and nationali- 
ties within our country are as significant as the contrast between popula- 
tion growth by foreign immigration and by native increase. Sweeping 
generalizations have been made by demagogues ignorant of the facts or 
indifferent to them. 

a. Colored Peoples . — ^There is the common stereotype of the Indians 
as a dying race, despite their increase in numbers as shown by recent 
census figures. Although their relative numerical importance in our 
large and growing population has declined, there are probably as many 
Indians today as there were a century ago. Indian cultures, however, 
are becoming extinct in competition with our pervasive industrial 
civilization. Moreover, considerable intermarriage has taken place, 
especially in such areas as Oklahoma. Hence, the Indian is less dis- 
tinctive and less distinguishable now than formerly. 

> Walker, Francis, "Discussions in Economics and Statistics." 
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Another common misconception is as dangerous as the first is senti- 
mental. It views with apprehension the steady increase in our Negro 
population and the frequent mixture of white and colored people. Such 
alarmists envision the time when the rising tide of color will engulf 
the United States and other Anglo-Saxon areas throughout the world. 
The facts in the case, however, are that the Negroes in our population 
are not growing at a disproportionately rapid rate, in comparison with 
our white population or with total population. To be more specific, 
the rates of increase of the American Negro were 13.6 per cent from 
1920 to 1930 and 8.2 per cent from 1930 to 1940. The rate of increase 
of our white population for these same intercensal periods were 15.7 
per cent, and 7.2 per cent respectively. Meanwhile, the rates of increase 
of our total population were 16.1 per cent and 7.2 per cent, respectively. 

Racial prejudice has created a yellow as well as a biack peril within 
our borders, despite the facts that the immigration of Asiatics has been 
forbidden and that the number of Asiatics in our population was less in 
1940 than in 1930. The largest and most hostile group of Asiatics has 
been the Japanese; this group showed a disproportionately great decline 
from 1930 to 1940 of 8.6 per cent, in comparison with a decline of 3.7 per 
cent for all Orientals and in contrast to an increase of 7.2 per cent for 
all Caucasians in our population. 

b. Native and Foreign-bom Whites . — It has frequently been contended 
that the native-white birth rate is falling, or is low, in comparison with 
that of European immigrants. For example, at the high tide of European 
immigration in 1910, within the densely peopled state of Massachusetts, 
the native birth rate was 14.8 per thousand, whereas that of the foreign 
bom was 49.5 per thousand, or more than triple the native birth rate. 
At the same time and place there was far less discrepancy between the 
death rates of the native and foreign-born groups. Consequentially, it 
was felt by many apprehensive observers that the children of the more 
prolific immigrants from Southern Europe would replace within several 
generations the descendants of the Pilgrim Fathers. Some zealous 
advocates of Nordic superiority feared the possibility of race suicide 
among some of the “finest strains” of our old American stock. 

Between 1910 and 1920, our white population of native parentage 
increased by only 18 per cent, whereas whites of foreign or mixed parent- 
age increased by 19.7 per cent. But between 1920 and 1930, our white 
population of native parentage increased by 20 per cent, whereas the 
whites of foreign or mixed parentage increased by only 13 per cent.^ 
Between 1930 and 1940, according to the U. S. Census for the latter 
year, our native-white population increased by 10.9 per cent, whereas 
the foreign-bom whites in our population actually decreased by 18.3 per 

* “Recent Social Trends,” vol. 1, p. 556. ‘ 
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cent. With present restrictions on immigration there need be little 
fear of domination by the foreign bom within the United States, even 
though the children and grandchildren of European immigrants constitute 
a large element in our native-born white population. 

In some past periods and in certain particular places the birth rate 
among many foreign-born groups has been higher than that for contempo- 
rary and contiguous native-born whites. On the other hand, the death 
rate of these foreign-born groups has been higher than that for those 
native-white groups, although not proportionately so. Recent restric- 
tions on immigration, however, have made this issue one of historic 
interest, rq^her than one of current importance. 

6. Economic Aspects of Population Increase. — The economic aspects 
of this problem are as significant as its racial aspects. Population 
tends to increase more rapidly in the lower income groups than it does 
in the higher income brackets. The social pyramid of noncompeting 
economic groups will be explained in the subsequent discussion of wages 
in Chap. VII. It is sufficient at this point to observe that most immi- 
grants came to this country as unskilled laborers, falling within the 
lower income groups, whose birth rates and death rates were higher, and 
whose standards and planes of living were lower than those of the more 
fortunate economic groups pictured at the apex of the social pyramid. 
The income status of many colored peoples has been lower than that of 
many white groups in our country. Hence the same economic factor 
influences their relative birth rates. 

6. Racial Superiority and Inferiority. — There is little objective 
evidence or scientific proof of racial superiority or inferiority in general, 
even though certain groups excel in some particular things and are woe- 
fully deficient in others. Intelligence quotients have been worked out 
for individuals but not for races; even these are pointed more toward the 
measurement of scholastic aptitude than of ability to survive, which 
can be tested only by life experiences. 

Even if it should be conceded that certain groups have contributed 
more toward civilization than have other groups, it must be remembered 
that culture is a cluster of social institutions; it constitutes our acquired 
social heritage and does not represent our inherent biological heredity., 

7. Changes in Age Groups and Size of Family. — ^The composition of 
our population has changed with respect to its constituent age groups, as 
well as in regard to its component racial elements. As the nation has 
become older, and as the healing arts have improved, the median age of 
our population has risen from 16.7 years in 1820 to 28.9 years in 1940 
or by over ten years; it has almost doubled during the past century. 
Even though th6 human life span has not been extended far or often 
beyond the scriptural limit of threescore years and ten, the life expectancy 
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rate has advanced markedly; more people are living more fully to the 
natural limit of the biological potentialities of the human race. 

Although the birth rate has declined, the death rate has dropped 
even farther and faster. It is especially significant that our population 
has increased in spite of a declining birth rate. The result has been 
a decrease in the average size of the American family from 5.6 in 1850 
to 4.1 in 1930 and to 3.8 in 1940. 


Age Distribittion op PopriATioN op the United States' 



S. Census. 

Our population today includes a greater portion of those 'within 
higher ago groups than ever before. The possibility of a longer and richer 
life is a pleasant prospect to the sociologist, but it raises problems of 
social economics. There is the opportunity of both a longer period of 
education before the productive years and a longer period of leisure after 
retirement from gainful employment. There is also the necessity of 
reducing the speed and pressure of modem industry, which is especially 
hard on those in middle life; there is likewise the need of formulating 
programs of old age insurance for those of advancing years. 

8. Geographical Distribution of Our Population, o. Density of 
Population . — As compared with Asia and Europe, the Americas are still 
sparsely peopled. Asia is said to have over a billion inhabitants and 
Europe about a half billion inhabitants; North and South America 
together have scarcely a quarter of a billion people. Although Europe 
is about the same size as the United States it has approximately four 
times as many inhabitants. 

The density of population, t'.e., the average number of inhabitants 
per square mile, in this country is but a fraction of t]iat in the more 
thickly settled countries of Europe, such as Belgium, Italy, Germany, or 
France. But density of population is as misleading as average length of 
life or average size of family. Although density of population is greater 
in Europe than the United States, some parts of Europe, such as northern 
Russia, are thinly peopled, and some parts of the United States, such as 
the triangle formed by Boston, Washington, and Chicago, are thickly 
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peopled. New York City, according to the 1940 census, had a popula- 
tion of over 8 million; and that entire metropolitan area had a population 
of almost 12 million. In this small re^on lived almost one-tenth of all 
the people of continental United States. On the other hand, huge areas 
of our great West were still sparsely peopled. The entire state of Nevada, 
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Chabt 12. — Percentage distribution of urban and rural populations of the United States. 

for example, had a total population of only 110,247 in 1940, or an average 
of only one person per square mile. Between these two extremes, density 
of population varied widely within the United States. 

6. Urbanization and Industrialization . — During its early history 
America was chiefly agricultural; the rural community and the small 
village were typical. But the rapid growth of commerce and the later 
development of industry stimulated the growth of large cities and caused 
the urbanization of large portions of our population. At present, more 
than half our inhabitants live in cities of 2,500 or more people. The 
following table, illustrated by Chart 12, shows how the percentage dis- 
tribution of our urban and rural population was gradually reversed. 



58 • 


SOCIAL ASPECTS OF INDUSTRY 


UhbAN and RxJRAZ POPDIATION DiSTBIBtmON 
(In Percentages of Total Population) 


Year 

Urban 

Kural 

Year 

Urban 

Rural 

1790 

5.1 

94.9 

1870 

25.7 

74.3 


6.1 

93.9 

1880 

28.2 

71.8 


7.3 

92.7 

1890 

35.1 

64.9 


7.2 

92.8 

1900 

39.7 

60.3 

1830 1 

8.8 

91.2 

1910 

45.7 

54.3 

1840 1 

10.8 

89.2 

1920 

51.2 

48.8 

1830 , 

15.3 

84.7 

1930 

56.2 

43.8 

1860 

19.8 

80.2 

1940 

56.5 

> 43.5 


Immigrants went into industry more than agriculture and therefore 
into the city rather than the country. They settled ^by the millions 
in the Northeastern and North Central states, where population was 
already congested by industrialization and urbanization. In some manu- 
facturing and mining communities in this general region, the foreign 
born outnumbered the native bom; in many cities, foreign bom and 
native bom of foreign parents combined far outnumbered native-born 
inhabitants of native parents. 

New York City was the chief port of entrance for immigrants from 
Europe. Naturally, the great tides of immigration tended to converge in 
and about this metropolitan area. Millions of foreign-bom citizens 
remained in this “Great Melting Pot of the Nations." Other millions 
of immigrants flowed out of New York in streams of various nationalities 
to neighboring centers of urbanization and industrialization, such as 
manufacturing towns of New England and mining communities of Penn- 
sylvania. Still others moved more promptly to the various metropolitan 
areas strung along the Great Lakes, such as Cleveland, Detroit, and 
Chicago. 

9. Population Movements. — ^As water seeks its own level, so popula- 
tion tends to flow from densely peopled countries to sparsely settled areas 
and from barren regions to richer and more fertile lands. If a given state 
of the arts of production and similar institutions protecting life and 
property are assumed, national prosperity is primarily a ratio of resources 
to people; hence the pressure of population from densely peopled regions, 
especially those whose natural resources are poor or exhausted, to the 
richer and less densely populated areas of the world. 

Early migrations were movements of entire peoples from one place 
to another. Illustrations are the wanderings of nomadic tribes of West- 
ern Asia, whose pastoral life necessitated frequent migrations in search 
of better pasture, and the barbarian invasions which Swept successively 
up the Danube River valley into the Roman Empire. This process 
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was slow and halting; it was marked by numerous conflicts ajid frequent 
periods of assimilation. 

Although later migrations have been those of individuals and their 
families, the net result on population has sometimes been equally momen- 
tous. In the middle of the past century the deserted villages of Ireland 
gave mute testimony to foreign emigration, chiefly to America. In later 
years of that century, certain towns in southern Italy likewise sent a 
majority of their sons to the United States. 

During the century between 1820, the first year for which reliable 
statistics are available, and the First World War, when immigration fell 
oflt, never Do rise again to its former proportions, gross immigration into 
the United States amounted to over 30 million; this figure roughly 
corresponds to the total population of our country at the time of the 
Civil War. This striking comparison shows how important a role immi- 
gration has played in the making of the present population of the United 
States. 

Although modern immigration has been peaceful, rather than warlike, 
it caused some international friction. The United States and some of the 
self-governing colonies of Great Britain have sought to protect their large 
but sparsely settled areas against emigrants from the more densely 
peopled countries of Europe and especially of Asia. 

10 . Waves of Immigration. — ^From 1820 to 1830, the annual number 
of immigrants doubled, increasing from less than 10,000 a year to over 
20,000 a year. In the early forties the annual number of immigrants 
passed the hundred thousand mark. Although these numbers seem 
small in comparison with more recent ones, so was the population of the 
United States at that time. Hence, from the very start European immi- 
gration was relatively significant. 

Important dates in the early history of immigration were 1846, the 
year of the failure of the potato crop in Ireland, and 1848, the year of 
revolutions in Germany and Central Europe. Both resulted in an 
increased immigration to the United States, until checked by industrial 
depression in the late fifties and the subsequent outbreak of the War 
between the States. 

After the Civil War and the depression of 1873, the volume of immi- 
gration rose even higher than before, but it receded somewhat in the 
eighties and nineties, especially during and after depression years. With 
the return of prosperity at the turn of the century, immigration into the 
United States increased to imprecedented proportions. The annual 
number for the decade before 1914 was generally well over the million 
mark. 

The outbreak of the First World War resulted in a precipitous decline 
in immigration to the United States, as the young men of various Euro- 
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pean countries were called to the colors. But immediately after the 
cessation of hostilities and the demobilization of troops, immigration to 
America again jumped. It might soon have reached or surpassed 
former levels, had it not been checked by drastic restrictions. 

During the great economic depress on of 1929 to 1933, immigration 
to the United States fell rapidly and emigration from the United States 
increased steadily. From 1930 to 1940, emigration from the United 
States actually surpassed immigration to it; this was unprecedented in 
any previous intercensal decade. 

Economic and political conditions in the United States and Europe 
have influenced immigration into this country and emigiution from 
Europe. Our periods of depression and our wars have been character- 
ized by declines in immigration. Conversely, European depressions, 
wars, and persecutions have stimulated emigration to the United States. 

11. Periods of Immigration. — ^The history of- immigration may be 
divided into different periods according to its volume and sources. 

First was the colonial period. The early settlers in America were 
colonists and not immigrants. They had migrated to possessions of 
their own mother country. During and after the American Revolution 
many Loyalists or Tories left the United States for Canada. On the 
other hand, many more Britons continued to come to this independent 
English-speaking country. The year 1776 marked no such turning 
point in the social and economic history of America as it did in its political 
history. The War of 1812 is a more accurate and equally convenient date 
with which to mark the beginning of American economic independence. 

The second period of American immigration extended from the War 
of 1812 to the Civil War. It included such dates as 1846 and 1848. 
Immigrants were chiefly British, Irish, German, and Scandinavian. 

The third period of immigration extended from the Civil War to 
1882, which date was important for several reasons. Immigration figures 
for that year reached a new maximum. Again, the year 1882 dated 
qualitative as well as quantitative changes in immigration. Thereafter, 
German and Scandinavian immigration almost ceased, whereas immi- 
gration from Russia, Italy, and the former Kingdom of Austria-Hungary 
became of paramount importance. Finally, the first Chinese Exclusion 
Act and the first important Federal law for the regulation of European 
immigration were passed in 1882. 

The fourth period of immigration extended from 1882 to the outbreak 
of the First World War. It represented large-scale immigration from 
Southeastern Europe. Nevertheless, it was a period of regulated immi- 
gration instead of one of free immigration. 

The fifth period of immigration extended from the First World 
War to the economic crisis of 1929. It was one of restriction rather than 
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of regulation. It was characterized by a great reduction of immigration, 
due to the First World War and to the postwar restrictions imposed by 
the laws of 1921 and 1924 and the national-origins plan of 1928. 

The economic depression of 1929 to 1933 marked the sixth period 
which can be characterized as one of cessation, rather than one of regula- 
tion or restriction of immigration. Economic conditions in the United 
States were so bad that many European immigrants decided to return to 
their native lands. For the first time in our history, annual emigration 
figures exceeded those of immigration in 1932 and 1933. But with 
economic recovery in the United States and the spread of Nazism through 
central Evfrope, thousands of Jewish refugees sought our shores. The 
outbreak of the Second World War terminated this possibility and ended 
this period. 

12. Early Immigrants to America. — In the making of Americans, 
English colonists played a preeminent part. Before the Revolutionary 
War and for several generations thereafter, British settlers led in numbers 
and in relative proportions. These included not only the English colo- 
nists, but also the Seotch-Irish, who came somewhat later and pushed the 
American frontier westward across the Allegheny Mountains. 

There was a considerable sprinkling of other nationalities, espe- 
cially in the middle colonies. These included Swedes, Dutch, French 
Huguenots, and Palatinate Germans. At one time it was feared that the 
enormous immigration of Germans into Pennsylvania would drive a wedge 
through the English colonies at the same time that they were being closed 
in upon by the French from the North, the West, and the South. 

Although English gentry were abundantly represented among the 
American colonists, the lower classes of English society also were present 
in large numbers. Indentured sei^mnts, convicts, and victims of London 
kidnapers were sent to America. Dr. Samuel Johnson termed Americans 
“a race of convicts” who “ought to be content with anything we allow 
them short of hanging.” The subsequent history of the American people 
has made ridiculous this caustic comment of Dr. Johnson, but it should 
make Americans of today hesitate about heaping similar invectives upon 
the heads of our more recent arrivals. 

The Irish, Welsh, and Scotch, as well as the English, migrated to 
America in large numbers during the early decades of the eighteenth 
century. In the generation before the Civil War, Ireland occupied a 
unique position, for Irish immigrants made up from one-third to two- 
fifths of our total immi gration. The population of Ireland during these 
years was reduced by emigration and famine to one-half its original 
numbers. 

A second wave of German immigrants came to America during the 
middle of the last century. The total volume of German immigration 
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approximated five million. It was concentrated chiefly in certain 
communities of Pennsylvania, Missouri, Illinois, and Wisconsin. 

Scandinavian immigration also played an important part in our 
national life. The Norse were probably the first white men to see 
America. The Swedes were among the first colonists of the middle states. 
A later and larger wave of Scandinavian immigration came to America in 
the middle of the eighteenth century and moved westward. At one time 
there were over one million people in the United States who had been 
born in Norway, Sweden, or Denmark. The Scandinavian immigrants 
settled chiefly in the Northwest, in such states as Minnesota, Wisconsin, 
Iowa, and the Dakotas. 

Contrasts in the social heredities of the Germans, Irish, and Scandi- 
navians, whose language or religion differed from that of most Americans 
of that period, created some resentment and aroused considerable 
opposition from native American groups; but the newcomers and their 
strange customs were gradually absorbed in the composite culture stream 
of the United States. 

13. Changes in Sources of Our Immigration. — ^The decided shift in 
the sources of American immigration from the Civil War to the First 
World War can be seen in the following table. It shows that percentages 
of immigration from northwestern and southeastern countries of Europe 
were reversed. 

Pebcentaoe op Total Immigbation Coming pbom Specified Cotjntbibs* 
(By Decades from 1861 to 1910) 





Yeats 



Country 

1861 to 
1870 

1871 to 
1880 

1881 to 
1890 

1891 to 
1900 

1901 to 
1910 

AustriorHungary 

0.33 

2.6 

1 

6.7 

16 

24.4 

German Empire 

35.00 

25.5 

28.0 

14 

3.9 

Italy, Sicily, Sardinia 

0.61 

2.0 

5.9 

18 

23.3 

Russian Empire, Finland 

0.2 

1.9 

4.4 

14 

18.2 

United Kingdom 

England 

38.0 

15.6 

12.0 

6 

4.4 

Ireland 


16.6 

12.0 

10 

3.9 


^Faxbchild, H. P., “Immigration,” p. 135. 


A line drawn diagonally across Europe separates roughly two different 
racial and cultural areas, constituting the divergent sources of our earlier 
and later immigrants. The northwestern area includes chiefly the Nordic 
groups of Teutons and Anglo-Saxons, and the southeastern area embraces 
mostly the Mediterranean and Danubian groups. With the notable 
exception of the Irish, early immigrants from northwestern Europe were 
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mainly Protestant, whereas later immigrants from southeastern Europe 
were mostly Catholic. Again, illiteracy was lower in the older than 
in the later groups. Finally, more political progress toward self-govern- 
ment has been made in the Anglo-Saxon countries than in the Danubian 
areas. 

As indicated previously, scientific evidence of racial superiority 
and inferiority is lacking. Although the attainments of some groups have 
been greater than those of other less fortunate ones, such contrasts in 
achievements may be due more to differences in physical environment, in 
social enviromnent, or in social heredity, than to biologic differences 
in physical heredity. But whether inferior or superior, later immigrants 
from Southeastern Europe were different from early immigrants from 
Northwestern Europe, whose background was more similar to that of the 
early settlers of this country. Hence the later immigrants to the United 
States were more difficult to assimilate than the earlier ones had been. 
It is also true, however, that the economic life of the United States in 
the latter half of the nineteenth century was different from that in the 
earlier decades. 

It has sometimes been said that the primary causes of early immigra- 
tion to America were religious persecution and political oppression, 
whereas causes of our later immigration were chiefly economic. Although 
tills sweeping generalization contains an element of truth, all these causal 
factors have operated in all periods of American development. 

14 . Later Immigrants to the United States. — Although often grouped 
together as Mediterraneans and Danubians, to distinguish them from 
Nordics, the Southeastern Europe immigrants included such divergent 
racial groups as Latins, Magyars, and Slavs. Although most of them 
were Christians, the number of Jews rose absolutely and relatively. The 
Christian element was preponderantly Catholic, rather than Protestant; 
it was split between the Roman and Greek churches. 

European nations which furnished the greatest number of immi- 
grants to the United States in the generation before the First World 
War were Italy, Austria-Himgary, and Russia. Italy was sending 
annually to the United States between a quarter and a half million 
immig rants. Almost an entire village was sometimes transplanted. The 
greater portion of this Italian immigration was Sicilian or south Italian. 
The former dual monarchy of Austria-Hungary was a polyglot empire, 
which the First World War split apart by the principle of self-determina- 
tion. This former Kingdom of Austria-Hungary included numerous 
racial and national groups, most of whom contributed conspicuously to 
American immigration between 1882 and 1914. Several million Slavs 
immigrated to the United States before the imposition of the present 
restrictions. Some came from Russia and the Balkans, but most of 
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them came from the former Kingdom of Austria-Hungary. These Slavic 
immigrants included Poles, Bohemians, Slovaks, Slovenes, Croatians, 
Russians, Bulgarians, Serbians, and numerous other divergent groups. 

Later immigrants to the United States also included thousands of 
Hungarians or Magyars. Of similar Mongol origin were the Finns, some 
of whom were driven to America by the despotism of imperial Russia. 
Most Russian immigrants to the United States, however, were Hebrews, 
who migrated because of religious persecution at home and economic 
opportunities in the United States. Before the First World War, hun- 
dreds of thousands of Russian and Polish Jews found in America the 
“Promised Land" of peace and plenty. Before the Second World War 
the exodus of Jews was from Germany and Nazi-controlled Central 
Europe. 

Immigration to the United States from the Balkans ktcluded chiefly 
Greeks, Rum ania ns, Bulgarians, and Serbians. Finally, Turks, Syrians, 
and Armenians began coming to our shores. Thus, immigration to 
America had spread not only from Northwestern to Southeastern Europe, 
but also from Southeastern Europe to Western Asia. 

16. Occupational Distribution of Later Immigrants. — Most immi- 
grants from Southeastern Europe settled in our congested industrial 
and commercial centers. Each large city still has its “little Italy” and 
its “little Hungary.” In particular, Jewish immigrants have shown a 
strong tendency to concentrate in cities, of which the most conspicuous 
illustration is the metropolitan area of New York. They have been 
especially prevalent in commercial and mercantile enterprises. Sporadic 
attempts have been made to settle Hebrew immigrants on the land in 
agricultural pursuits, but these efforts have met with only modest 
success. 

The industrial distribution of other immigrant groups is equally 
interesting. For example, Italians have gone in great numbers into 
construction work and the building trades, while Hungarians and many 
Slavic groups have poured into coal-mining towns of Pennsylvania. 
Some occupations are still stigmatized as “dago jobs” and “hunkie 
labor.” But any sweeping generalization is false beyond the general 
observation that most immigrants have gone into the ranks of unskilled 
labor. As the United States became more industrial and less agricultural, 
later immigrants went naturally into industry as the eailier immi gr a nts 
had gone necessarily into agriculture. 

16. Industrial Development and Immigration. — ^The industrial devel- 
opment of the United States from the Civil War to the First World War 
was accompanied by large and increasing immigration from Europe. 
Mechanization and specialization created a demand for unskilled labor 
in America; it was met by this European immigration. But the reverse 
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relationship also was true, viz., that immigration made possible greater 
utilization of machinery and more division of labor. 

Before the First World War, Em-opean immigration largely supplied 
the great labor reserve for the basic industries of the United States. This 
was not an unmixed blessing, for in times of economic depression a large 
proportion of immigrants have been forced out of work. This lowest paid 
group often suffered most from unemployment. Large immigrant labor 
reserves also encouraged seasonal occupations and a temporary economic 
expansion which often accelerated the business cycle. 

17. Economic Effects of Immigration. — Unskilled immigrant labor 
gradually* permeated all our basic industries, and the native American 
worker was displaced by more recent anivals from Europe. In mining 
and numerous other occupations a gradual change took place in the 
nationality of Jthe workers employed, as one racial group gave way to 
another, and then to still another. Newly arrived immigrants with still 
lower standards of living than their predecessors tended to displace them 
in particular industries. Thus a kind of Gresham’s law seems to have 
operated with immigrant labor. Just as cheap money tends to drive 
better money out of circulation, so cheap labor tends to displace labor 
with a higher standard of living. This industrial competition between the 
immigrant and the native worker and between the older immigrant and 
the newer immigrant was very evident. 

The problem of low wages and low planes of living was most acute 
among immigrant groups from Southern Europe. Because of their low 
standards of living they could accept a wage which was higher than that 
of their native land, but which was too small to maintain an American 
family in decency. This was reflected in miserable tenements, housing 
congestion, infant mortality, and child labor. 

Working conditions of the immigrants were on a plane with their 
living conditions. Not only would they accept a wage which was 
regarded by American workers as woefully inadequate, but also they 
would tolerate unfavorable conditions of employment. Extreme 
ignorance, stolid indifference, or stark necessity made the immigrant 
worker minimize such hazards of modern industry as dangerous trades 
and unhealthy working conditions. 

Differences in race, religion, and language made it difficult for later 
immigrants from Southeastern Europe to develop effective collective- 
bargaining organizations. They were, therefore, susceptible of industrial 
exploitation and used to break down the collective bargaining of organized 
groups of American workers. 

Professor Fairchild* maintained that the peak of real wages for 
unskilled workers in the United States was reached about 1890 or 1892, 

* Faibchud, H. P., “Immigration.” 
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after which it receded until the First World War. He further con- 
tended that the enormous European immigration to America during this 
period was one factor in this decline of the real wages of our unskilled 
labor. 

The wage competition of the immigrant was felt most keenly within 
the ranks of xinskilled labor. This depression of wages was accomplished 
in two ways: first, by the economic fact that an increase in the relative 
supply of unskilled labor due to immigration pushed down its value, 
and, second, by the social fact that low standards of living and low wages 
were a part of the traditions of many immigrant groups. 

Immigration is a movement of population from low-standa»d areas to 
high-standard areas. The Malthusian tendency soon eliminates any 
temporary relief afforded by emigration in the old countries, but immigra- 
tion may depress standards of li-ving in the new country. Hence it has 
been contended that immigration has reduced real wages and planes of 
living of unskilled labor in the United States without appreciably relieving 
pressure of population at home. 

It does not follow, however, that immigration has reduced the real 
wages and planes of living of all economic groups within the United 
States. It has been alleged that the American worker has been forced out 
of the unskilled labor group, in which this competition existed, into a 
higher economic group. He has sometimes been kicked upstairs, rather 
than downstairs. 

Economists are not agreed as to to what extent this forcing-up process 
has taken place, and many are inclined to believe that immigration has 
reduced not merely the wages of unskilled labor, but also the wages of 
labor in general. Although planes of living may not have declined 
absolutely, they may not be so high today as they would have been if 
Eiuopean immigration had been restricted. 

The pressure of immigration on standards of living has been refiected 
also in the lowered birth rate of native-born Americans. In a choice 
between customary standards of living and size of family, the American 
worker has generally preferred to maintain the former, even at the expense 
of the latter. 

18. Social Effects of European Immigration. — ^America has been the 
great melting pot of different races and civilizations. This infiltration of 
different social heredities should be beneficial, for provincialism should 
decrease as we become the heir to the cultures of the world. A word 
of caution, however, is necessary. If immigration were unrestricted, 
the United States might become heir to the poorer rather than to the 
better social heredities of Europe. Moreover, if the process were too 
rapid, America might become Europeanized rather than the immigrant 
Americanized. 
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True Americanism does not require the possession of Mayflower 
ancestry, but it does necessitate the acquisition of certain civic and social 
ideals which we are pleased to term “American.” The grafting of the 
best of America’s social heredity on the new folk from Europe cannot be 
done by our characteristically large-scale methods. However, the public 
schools of our large cities have done a wonderful work among the children 
of our immigrants. But sometimes the transition was so rapid and 
under such unfortunate social conditions that the second generation 
failed to acquire the best traditions of the new American civilization, 
although it easily sloughed off the restraints of Old World culture and, 
indeed, oi parental authority. 

Immigrants often resisted actively or passively the process of Ameri- 
canization. Assimilation was difficult because of the tendency of immi- 
grant groups tip huddle together with others of the same nationality in 
congested sections of our large industrial cities, where their miserable 
li^dng conditions threatened American standards of living. 

In addition to its effects on standards of living, immigration has 
reflected itself in a higher rate of illiteracy and in a greater proportion of 
social debtors. Illiteracy has been higher among both European immi- 
grants and American Negroes than among most native-wliite groups. In 
poverty and dependency rates, also, the two former groups have been 
decidedly higher than the latter. 

The alleged criminality of the immigrant has been refuted by a refine- 
ment of such statistics. The criminal rate of immigrant males within 
the so-called “criminal ages” has not been in excess of that of the total 
male population between the same ages. The children of our immigrants, 
however, display a proportion of criminality in excess of that in the gen- 
eral population of comparable age. These findings indicate that the 
criminal menace lies in the slum environment of cities, rather than in the 
heredity of immigrants. 

There have been about three times as many men as women among our 
recent immigrants, most of whom have come to America in response to 
the demand for unskilled labor in industry. Any great numerical dis- 
proportion between the sexes is unfortunate. The presence of male 
lodgers and the existence of housing congestion have made difficult a 
wholesome family life among our immigrants. 

19. Points of View toward Inunigration. — Several points of view 
toward immigration have existed. Each reflected chiefly one’s vested 
interests or social background, rather than scientific objectivity. In the 
first place, there was great difference of opinion as to the relative desira- 
bility of different groups of immigrants. These divergent points of view 
often reflected merely the biases of different individuals, rather than a 
statistical meastuement of the relative contribution of different immigrant 
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groups to America’s welfare or to America’s maladjustments. Thus the 
older American immigrants or their descendants sometimes spoke 
disparagingly of more recent arrivals to the United States. Students of 
social science, however, know that such sweeping indictments are often 
false or unwarranted. Again, democracy itself is threatened as much 
by the snobbishness of native groups as by the clannishness of immigrant 
groups. 

In the second place, there has been considerable diversity of opinion 
as to the desirability of any large immigration, irrespective of its racial 
composition. Organized labor has consistently opposed the competition 
of European immigrants with our native workers. Therefere, trade 
unionists attempted to limit immigration into the United States. On the 
other hand, capitalists and large employers of labor sought to facilitate 
European immigration into this country, in order to provijje a large labor 
reserve of tractable workers. 

In the third place, there has been what is known as the “sentimental” 
point of view, which regards America as the haven of refuge for all 
oppressed individuals. The limitation of immigration has been viewed 
as inconsistent with an assumed world mission of America. The student 
of social science should not accept the vested-interest argument of either 
labor or capital; nor can he accept naive idealism in lieu of a sober con- 
sideration of the effects of unrestricted immigration. 

20. Regulation of Immigration. — Popular agitation for the regulation 
of immigration went as far back as the “Native American” and “Know 
Nothing” parties which existed even before the War between the States. 
But the first important law for the regulation of immigration was not 
passed until 1875. It provided only for the exclusion of criminals and 
immoral women. 

The first comprehensive law for the general regulation of immigration 
was passed in 1882. Hence this date serves as a convenient point to 
distinguish between the period of free immigration and that of regulated 
immigration, as well as to separate early immigration from Northwestern 
Europe from later immigration from Southeastern Europe. 

The act of 1882 was followed by several later statutes designed to 
exclude foreign contract labor. Although some of this legislation con- 
cerning immigration incorporated restriction rather than mere regula- 
tion, it may be said that the chief aim of legislation from the Civil 
War to the First World War was that of regulation instead of restriction of 
immigration. 

Only the following groups were actually excluded: contract labor, 
anarchists, immoral women, criminals (except for political offenses not 
recognized by the laws of the United States), paupers dnd those likely 
to become public charges, mental defectives, and those with infectious 
diseases such as trachoma and tuberculosis. 
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21. Change from Encouragement to Restriction of Immigration. — An 
act of 1864 which encouraged immigration was repealed in 1868; this date 
marks the beginning of a new negative attitude toward immigration. 
Before its repeal individual employers and organized associations were 
engaged in recruiting European workei-s for immigration to the United 
States. 

Inducement of immigration was posith'^ely forbidden by a statute 
c'ommonljr known as the Contract Labor Law of 1885. It forbade assist- 
ance to immigrants coming here under contract to work as unskilled 
laborers. This piece of legislation resulted from efforts of the Knight s of 
Labor and other American labor organizations. 

Steamsiiip companies had formerly encouraged immigration because 
of the large profits of steerage transportation. They were compelled to 
restrict their wholesale solicitation of prospective immigrants to the 
United States.* They were ultimately required to return at their own 
expense those immigrants who failed to pass admission tests at Ellis 
Island. 

22. Early Devices for Restriction of Immigratidn. — The period of the 
First World War marked the transition from a period of regulated immi- 
gration to one of restricted immigration, just as the law of 1882 dated the 
change from an even earlier period of free immigration to one of regulated 
immigration. Public opinion in the United States gradually came to 
demand more than the mere regulation of immigration. Labor organiza- 
tions in particular began to agitate for the restriction of immigration. 

a. Head Tax . — The head tax, as originally imposed in 1882, was a 
nominal one of only fifty cents, but it was gradually increased ; in 1917 it 
was raised to 88. But even the increased head tax came to be regarded 
as inadequate, and other proposals were made for the restriction of 
immigration. 

b. Literacy Test . — The literacy test required that each applicant for 
admission to this country be able to read and write some language, not 
necessarily English. Such a bill had passed Congress on several occa^- 
sions, but it had been vetoed successively by Presidents Cleveland, Taft, 
and Wilson. Although President Wilson had vetoed a bill restricting 
immigration by the literacy test in 1915, and again in 1917, such a law was 
finally passed over his veto in 1917. 

c. Arguments Concerning Literacy Test . — The literacy test has been 
defended both as a measure of regulation and as one of restriction. Not 
only would it decrease the number of immigrants, but also it would assure 
a better type of immigrant by the elimination of illiterates. On the other 
hand, critics of the literacy test, as a method of regulating immigration, 
point out in reply that the ability to read and write does not necessarily 
imply good citizenship. It is an accurate measure neither of individual 
character nor of biologic fitness. 
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Proponents of the literacy test answer in rebuttal that it is easy of 
application. Even if not the best method of selection, it is one of the 
most practical. Again, many advocates are more interested in the quan- 
titative aspects of immigration than in its qualitative aspects. A reduc- 
tion of numbers, even more than an improvement of quality, has been 
their chief desire. The aim of such legislation has been the restriction, 
rather than the regulation, of immigration. 

23. Quota Restrictions. — Immigration from Europe almost ceased 
during the First World War, but with the conclusion of peace that prospect 
reappeared. Enormous numbers of emigrants from aU lands sought to 
come to the prosperous United States to forget the ravages of war and 
to escape the burdens of taxation. The literacy test seemed inadequate 
to keep out this postwar tide of immigration which threatened our 
country. It was felt that immigration should be restricted still further. 
Indeed, it was proposed in Congress that all immigration be suspended 
for a year or two. A compromise was reached in quota restrictions. 

o. Law of 1921. — This permitted European immigration, but restricted 
its amount. The annual immigration of each nationality was limited to 3 
per cent of the number of foreign-born residents of that nationality living 
within the United States, as revealed by the census of 1910. Although 
President Wilson had refused to sign such a bill. President Harding did so 
shortly after his inauguration. 

Because of this new law, which ri^dly restricted immigration, the 
number of immigrants fell from 805,228 in 1921 to 309,556 in 1922. Its 
effect was to check immediately the threatened tide of emigration from 
war-stricken Europe to the United States. Although the law of 1921 was 
passed for the duration of only one year, it was subsequently extended for 
two more years, i.e., until June 30, 1924. Meanwhile immigration figures 
had again increased. Consequently, no disposition was shown to let 
down the immigration bars which had been erected, but rather to raise 
them to even higher levels. 

b. Law of 1924. — Immigration was further restricted by reducing 
the quotas from 3 to 2 per cent. Moreover, it was provided that these 
quotas should be based on the census of 1890, instead of that of 1910. 
The new plan favored the Nordic countries of Europe rather than the 
Mediterranean lands. If the quotas had continued to be based on the 
1910 census, the reverse would have been the case. 

The immigration restrictions of 1924 reduced the amount of immigra- 
tion and radically changed its character. Only 160,000 to 170,000 new 
alien immi grants were permitted to come to this country annually from 
Europe. Of this number the great majority were from Northwestern 
Europe instead of Southeastern Europe, as had previously been the case. 
Moreover, European immigration lost its prior position of primary impor- 
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tance, which was taken by immi^ation of native-born citizens of the 
other Americas, for they were not included in the quota restrictions. In 
the years immediately following 1924, there was a decided relative increase 
and a slight absolute increase in our immigration from other countries of 
the Western Hemisphere, chiefly Canada and Mexico. In the fiscal year 
ending June 30, 1927, for example, 335,175 immigrant aliens were admit- 
ted to this country, but only one-third of them were European “quota” 
immigrants. 

Finally, the immigration law of 1924 provided that “no alien ineligible 
to citizenship shall be admitted to the United States.” This clause is 
important* because the naturalization law states that its provisions 
“shall apply to aliens being free white persons and to aliens of African 
nationality and to persons of African descent.” In other words, only 
Caucasians and* Negroes are eligible to citizenship and hence to immigra- 
tion. It is hoped that Mongolians and other Asiatics may be excluded 
under some such general provision, rather than, as at present, under 
speciflc Chinese and Japanese exclusion acts. 

c. Nationalrongins Plan . — It was proposed that the Act of 1924 should 
remain in effect for only thi’ee years, i.e., until July 1, 1927. In the mean- 
time a thorough study was to be made of the people of the United States in 
order to determine our “national origins” for the purpose of fixing immi- 
gration quotas. The Secretaries of Commerce, Labor, and State, assisted 
by the Census Bureau, were to cooperate in this study of national origins 
and to report to the President, who was to announce the new quotas on 
July 1, 1927. Such a study was made, but the United States Senate was 
not then satisfied with the proposed quotas. Accordingly, the act of 1924 
was continued until 1929, when the new national-origins plan went into 
effect. 

The national-origins plan of 1929 differed little from the quota law of 
1924. It provided that: 

. . . the annual quota of any nationality for the fiscal year beginning July 1, 
1927, and for each fiscal year thereafter, shall be a number which bears the same 
ratio to 150,000 as the number of inhabitants in continental United States in 
1920 having that national origin bears to the number of inhabitants in continental 
United States in 1920, but the minimum quota of any nationality shall be 100. 

Under this law, an annual maximum of 153,774 European quota immi- 
grants has been admissible into the United States. Of this number 83,574, 
or over half, must have come from Great Britain and Ireland. Under 
these quotas, like those of 1924, Northern and Western Europe has 
furnished 84 pex cent; Southern and Eastern Europe, 16 per cent of all 
European quota immigrants. The immigration restriction continued to 
apply merely to European quotas. Total immigration figures for 1929 
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and 1930 ran about twice the specified limit. In other words, an equal 
number of quota-exempt immigrants came to the United States from 
Canada, Mexico, and other countries of North and South America. 

24. Reduction in Immigration. — ^The national-origins plan had scarcely 
been put into effect when the economic depression of 1929 to 1933 set in. 
As the volume of unemployment in this country rose by the millions, it 
was felt that the total exclusion of European immigrants was necessary to 
protect the jobs of American workers. This drastic action, however, was 
unnecessary, because the combined effect of legal restriction and economic 
depression was that the number of immigrants fell from 241,700 in 1930 
to 97,139 in 1931, 35,576 in 1932 and 23,068 in 1933. This'last figure 



Cbabt 13. — Changes in volume and sources of immigration. 

constituted the smallest number of immigrants admitted to the United 
States since 1831, over a century earlier. 

Meanwhile many European immigrants in the United States, unable 
to find work in the land of their adoption, decided to return to the coun- 
tries of their birth. As has been stated, the general problem changed in 
character from one of immigration to one of emigration. Emigrants from 
the United States exceeded immigrants to it by 112,786 in 1932 and by 
93,074 in 1933. 

During the years of recovery in the middle thirties, the number of 
immigr ants increased from the low level of 1933 to a new high level of 
82,998 in 1939, which, however, was still far less than the number that 
could be admitted under the national-origins plan. The outbreak of the 
Second World War was followed by a decline in number of immigrants to 
70,756 in 1940 and to 51,776 in 1941. 

Many of the immigrants coming from Europe to the United States 
between 1933 and 1939 were religious and political refugees from Central 
Europe. The Nazi persecution of the Jews was especially vicious. 
Those who managed to escape the fury of Hitler were confronted by 
immigration restrictions in the United States and other countries. 
Although all European immigration was below the grand total permitted. 
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the quotas of certain particular countries, where the pressure was strong- 
est and the need greatest, were frequently filled for several years in 
advance. 

26. Asiatic Immigration and Its Exclusion. — The immigration of 
Chinese began with the discovery of gold in California in 1849. They 
threatened to immigrate in such large numbers that Congress passed the 
Chinese Exclusion Acts of 1882, 1884, and 1888. The immigration of 
Chinese of the laboring classes was completely forbidden. Our colonial 
possessions in the Pacific Ocean, however, have a large proportion of 
Mongolians, some of whom have smuggled themselves into eontinental 
United States. 

Although the Japanese did not begin to cross to America until after 
the Chinese,' the former now slightly exceed the latter. The Japanese 
have concentrated in the agricultural valleys of California, where they 
specialized in the raising of fruits and vegetables. The Californians 
became apprehensive about the increased number of Japanese and their 
increased land holdings. State laws were passed which the Japanese 
government protested as discriminatory. 

For many years there was a “gentlemen’s agreement” between the 
United States and Japan for the limitation of Japanese immigmtion. In 
1924, however, the American Congress passed a Japanese Exclusion Act 
similar to the Chinese Exclusion Act. The Japanese objected to being 
treated differently from any other friendly nation, and the desired objec- 
tive could have been obtained in a more diplomatic fashion. The num- 
ber of Japanese eligible for immigration under the quota acts was very 
small. 

The economic and social problems of Asiatic immigration are more 
acute than those of European immigration. The economic threat of low 
wages and low standards of living is more menacing. The social problem 
is still more serious, because the Mongolian is diflBcult to assimilate. If 
Asiatic immigrants were not excluded, America would be confronted with 
a racial problem in the "West somewhat similar to the Negro problem of the 
South. 

26. Negro an Important Element in Our Labor Supply. — ^Negro immi- 
gration to America took place during colonial days. It was compulsory, 
because the N egroes were brought over as slaves. That they are now here 
in the United States is due to no action of their own, which should be 
remembered by the descendants of the early white settlers. Moreover, 
the freed slaves were turned loose without land or capital and suddenly 
compelled to adjust themselves from a system of forced labor to one of 
freedom of contract. 

Nearly all Negroes in the United States formerly lived south of the 
Mason and Dixon line. Indeed, most of them resided within the “Black 
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Belt,” which is a broad agricultural plain extending from Virginia to 
Texas. The states of Mississippi and South Carolina, as well as 
many counties in other Southern states, still have more Negroes than 
Caucasians. 

The South was primarily agricultural, and farm labor was supplied 
principally by the Negro, just as the industrial states of the North and 
East relied on European immigration to supply most of their unskilled 
labor for factories and mines. In some sections of the South a survival of 
the old plantation system long existed. The Negro was kept in debt to 
his landlord and the plantation store. A contract might be signed which 
held him to his job, for colored fugitives and vagrants wele severely 
punished by law. Peonage differs from slavery merely in the fact that the 
bonds of the former system are those of chronic indebtedness. 

During the past few decades a tremendous northward migration of 
Negroes has taken place. They have gone from their former agricultural 
environment of the South into the congested industrial communities of the 
North, taking their places beside the European immigrants as an impor- 
tant element in the supply of unskilled labor. This movement assumed 
large proportions during the First World War, when our expanded 
industries were faced with a labor shortage created by the curtailment of 
European immigration. The postwar restrictions on European immigra- 
tion made the industrial status of the American Negro permanent. He 
became an even more important factor in the labor market with the 
national defense program of the Second World War. 

American experience has indicated that Negro labor can be employed 
as successfully in industry as in agriculture. The Negro proved himself 
to be as dependable an industrial worker as the European immigrant. 
He seemed to possess, or to be acquiring, those habits of steady industry 
and thrift which numerous immigrant groups have displayed. 

The economic problem of the Negro centers about his living standard 
and his industrial efficiency. Both humanitarian aims and selfish inter- 
ests should prompt white workers to encourage the Negro to raise his 
standards of living, rather than to view such aspirations with suspicion. 
Helpful cooperation must replace irritating friction and open hostility. 
Racial amalgamation is sought by few intelligent leaders of either 
group. Friendly coexistence, however, is both desirable and possible. 

The Negro, like the immigrant of a generation ago, is now the impor- 

tantfactor in the unskilled labor groups of all our basic industries. There 

is the same industrial competition of low standards of living with higher 

ones and the same depressing effect on the wages of the native-white 

workers. There is similar discrimination between white and colored 

« 

workers as to wages and working conditions. Like most other unskilled 
groups, Negro labor has not been well organized and has profited little by 
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collective bargaining. The colored worker has often been ignorant of, or 
indifferent to, labor organizations; he has sometimes been excluded from 
them by racial prejudice. 

Wartime and postwar prosperity opened new industrial opportunities 
to the Negro, but the great economic depression of 1929 to 1933 affected 
him more quickly and more drastically than most other classes, even 
among unskilled-labor groups. Thousands of Negroes in industrial com- 
munities of the North suffered severely from unemployment and poverty. 
Negroes claimed that they were discriminated against in the general layoff 
of employees during the depression and by the substitution of white for 
colored help. White residents, in turn, complained that an unduly large 
portion of relief funds went to the support of colored families. 

Summary. — During the past century, the United States experienced 
a great increase in population and territory. In 1790, our population 
was less than 4 million, but in 1940, it was over 131 million. Our rate of 
population increase, however, has been declining. Both the birth rate 
and the death rate have decreased. The American family has become 
smaller. The average age of our population has been raised by the con- 
servation of human life. Industrialization has been accompanied by 
urbanization of population. 

European immigration to the United States during the century from 
1820 to the outbreak of the First World War amoimted to over 30 millions. 
But this large volume of immigration cannot be viewed as a net increase to 
our population, because of its effects on the native birth rate. In the 
years to come, our population will increase slowly by a natural surplus of 
births over deaths in our native population, rather than by wholesale 
immigration as in the past. 

At present, about nine-tenths of our population are Caucasian, of 
whom about nine-tenths are native born. The foreign bom and those of 
foreign parentage are to be found chiefly in the North Atlantic and North 
Central industrial states. 

Immigration to the United States increased from a few thousand 
annually at the beginning of the last century to a million a year at the 
opening of the present century. The development was from small-scale 
to large-scale immigration. Fluctuation in the volume of immigration 
has been due to wars and to alternating conditions of prosperity and 
depression. 

The early sources of our European immigration were Great Britain 
and Ireland; German and Scandinavian contributions also were impor- 
tant. Toward the close of the past century, however, the character of our 
immigration changed. Its European sources shifted from Nordic coun- 
tries to Mediterranean lands. Thus in the decade between 1861 and 
1870, Northern and Western Europe furnished over 70 per cent of our 
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immigrants, but in .the decade between 1901 and 1910, Southern and 
Eastern Europe furnished almost 70 per cent of our immigrants. 

The study of immigration has both social and economic aspects, which, 
of course, are closely interrelated. From an economic point of view, 
immig ration presents the problem of industrial competition between dif- 
ferent standards of living. Although it has played an important part in 
the industrial development of the United States, immigration has tended 
to lower the wages of American unskilled labor. The social problem of 
i mm igration is illustrated by the assimilation and Americanization of our 
foreign immigrants. 

Early immigration to the United States was regulated neither as to 
quantity nor as to quality. In the closing years of the past century, how- 
ever, numerous laws were passed to keep out undesirable aliens; herewith 
our nation passed from a period of free immigration to pne of regulated 
immigration. During the period of the First World War, the United 
States passed from the regulation of immigration to the restriction of 
immigration. The literacy test was added to existing restrictions as to 
contract labor and as to the possession of a certain amount of money. In 
1921, a quota system limited European immigration in a given year to 3 
per cent of that of a given nationality in the United States according to the 
census of 1910. In 1924, the rate was further reduced to 2 per cent and 
the basis changed to the census of 1890. A national-origins plan for the 
determination of immigration quotas went into effect in 1929. 

The depression of 1929 to 1933 resulted in a decrease in immigration 
and an increase in emigration. In 1932 and 1933, emigration from the 
United States exceeded immigration to it. In the following years of 
recoveiy, immigration figures again increased and surpassed those of 
emigration, failing, however, to reach the high levels of previous years. 
The United States may look forward to increased homogeneity of popula- 
tion, as well as to a slower rate of increase by a natural surplus of births 
over deaths. 

The population of the United States is preponderantly but not entirely 
Caucasian. There are almost 13 million Negroes in our population. 
Although located principally in the agricultural South, there has been a 
considerable migration within recent years of the southern Negro to the 
industrial cities of the North. Thei’e are also over 200,000 Mongolians, 
concentrated chiefly on our western coast. Differences in race and 
standards of living prompted the United States to adopt a policy of 
exclusion toward the Chinese in 1882 and toward the Japanese in 1925. 
There are still over 300,000 Indians, or “native Americans” in the United 
States. Finally, there are in our Southwest over a million Mexicans, 
whose immigration to the United States has increased greatly in the past 
two decades. 
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Questions for Discussion 

1. Show how the population of the United States has grown at a reduced rate of 
increase. Suggest reasons. 

2. a. State the Malthusian theory of population. 
h. Do you believe it? Why or why not? 

c. Confirm or refute from American experience. 

3. a. Show how the average length of life has increased in the United States. 
h. Give causes and effects. 

4. a. Is our native-white stock declining? 

h. Is the United States apt to become a land of colored peoples? 

5. Contrast early and later causes of immigration. 

6. Contrast early and later immigrants to the United States. 

7. Show the effects of immigration on standards of living and wages. 

8. Indicate the effects of wars and the business cycle on the problem of immi- 
gration. Illustrate. 

9. Show how the United States passed from free immigration to regulated immi- 
gration and then from regulated immigration to restricted immigration. 

10. Explain the immigration restriction laws of 1921 and 1924. 

11. What is the national-origins plan? Give its provisions. 

12. Do you favor the literacy test for immigrants? Why or why not? 

13. o. When and why did emigration exceed immigration? 

b. Do you expect this situation to be permanent or temporary? Why? 

14. What peculiar problems does Asiatic immigration present? 

15. a. Defend or criticize the exclusion of the Chinese. 

6. Do the same for the Japanese. 

16. Show how the economic position of the Negro has changed. 

17. What evidence is there of racial superiority in general and of Nordic superiority 
in particular? 

Topics for Investigation 

1. Relationship between economic life of a people and size of its population. 

2. Immigration and the native-white birth rate. 

3. Immigration restriction and the need for unskilled labor. 

4. Effect of First World War on our immigration policy. 

5. Selection of immigrants on the basis of fitness. 

6. Organized labor and the immigrant. 

7. Organized labor and the Negro. 

8. Economic status of the Negro in the Black Belt. 

9. Migration of the Negro into industrial cities of the North. 

10. Americanization programs and the public school. 
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PART TWO 

PROBLEMS OF INCOME 


Chapter V. Economic Prosperity and the Productivity of Labor, Our 
National Wealth and Income. 

Chapter VI. The Ideal of Equality of Opportunity and the Facts of 
Economic Inequality, Division of National Wealth and Distribution of 
National Income. 

Chapter VII. Theories of Wages and the Course of Real Wages, Labor’s 
Share in Our National Prosperity. 

Chapter VIII. Poverty and Subnormal Planes of Living, Inadequacy of 
Family Wages. 




CHAPTER V 


ECONOMIC PROSPERITY AND THE PRODUCTIVITY OF 

LABOR 

OUR NATIONAL WEALTH AND INCOME 

1. Central Problem. — Economics is the study of man in relation to 
wealth. Tlfe primary labor problem, then, is that of income, for men 
work to make a living and to gratify their economic wants. 

Part Two is concerned with problems of income. From the analysis 
of the population of the United States given in the preceding chapter 
we proceed in this chapter to an appraisal of the national wealth, moving 
from a consideration of our human resources to an investigation of our 
material resources. Our former survey of the supply of labor in popula- 
tion is followed by the study of the services of labor in production and its 
rewards in wages. 

The present chapter will treat production and trace the growth of our . 
national income. The following chapter will analyze the division of our 
national wealth and the distribution of our national income. The next 
chapter will bring together some theories and facts of wages. The con- 
cluding chapter of this unit will deal with consumption, as expressed in 
planes of living and standards of living; the realities of poverty will be 
contrasted with the ideals of prosperity. 

2. Nature of Wealth and Income. — ^Economic wealth includes all 
things having the following four characteristics: materiality, utility, 
scarcity, and transferability. Private property, discussed in Chap. Ill, 
is the intangible legal right to economic commodities and services. 

Wealth constitutes the stock of economic commodities in existence at 
one time. Income, on the other hand, represents the flow of commodities 
and services over a period of time. Wealth is a source of income, and 
income is the product or yield of wealth, worked on by labor. Wealth 
includes only things; income includes services as well as commodities. 

To repeat a homely but familiar illustration, a cow is wealth, but her 
milk is income. Again, wealth may be compared to a reservoir of water, 
and income to the weekly or yearly flow through the water meter. The 
national wealth similarly is a great reservoir of economic commodities; 
the national income is likewise a flow of commodities and services to con- 
sumers over a period of time. 

Great inequalities exist in the ownership of the national wealth, as 
evidenced by written certificates of property rights such as deeds and 
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mortgages and stocks and bonds. The stream of national income flows 
from such different sources as property rights and personal services. It 
divides itself into branches of various siae. To some individuals and 
families come shiny automobiles, fine clothes, and other luxuries, whereas 
to others come merely the bare necessities of Ufe. 

3. Analysis of the National Wealth. — ^It is easy to define wealth and 
income and to draw a glib distinction between them. But the applica- 
tion of these generalities to particular problems is difficult, as can be seen 
in attempts to appraise the national wealth and income of the United 
States. 

The same things are not economic wealth among all peoples and over 
long periods of time. Water is a free good to most of us, but land is not. 
The reverse is the situation among some tribes in the Sahara Desert. 

As population increases, natural resources develop scarcity. Although 
some commodities, such as the precious metals, are naturally scarce, 
others, such as timber and game, became so by wanton waste or willful 
destruction. The pressure of population on natural resources transforms 
free goods into economic goods; they develop value in exchange, as well 
as value in use. The legal institution of private property is extended to 
protect the possessors of these goods. 

Physical wealth, in terms of feet of timber, head of buffaloes, or tons of 
coal, lessens rather than increases, as these goods are consumed or wasted, 
but their values in exchange, as expressed in dollars or some other pecuni- 
ary unit, tend to increase because of their growing scarcity; hence the 
paradox of wealth. As we become poorer in some forms of physical 
wealth, we become richer in the values represented by them. 

This problem must be faced frankly by all who would measure the 
increase or decrease in our national wealth over a period of time. Thus an 
increase in its monetary value, as revealed by various census estimates, 
is due, in part, to the fact that some forms of wealth, formerly regarded 
as free goods, have become economic goods. Again, some economic 
goods, decreasing in amount, became more valuable as they became 
scarce. 

4. Analysis of the National Income. — It is as difficult to determine 
just what items should be included under the term “income” as under 
the term “wealth.” A research bureau, attempting to measure the 
national income over a period of time, finds extremely difficult the task 
of deciding just what items to include and what to exclude. It wishes 
to omit no portion of the national income, but it must be alert to avoid 
double counting. 

Some individuals consume their own products t© a greater extent 
than do other individuals. On the whole, however, more commodities 
and services go through the market place today than formerly, when 
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individuals and communities were more nearly self-sufficient. Never- 
theless, many services are self-performed and not purchased; some com- 
modities are still homemade or home gromi. A man may shave his own 
face or he may go to a barber for that service. A woman may get her 
meals at home or she may accept a position and eat in a restaurant. 
We cannot say that one has no income or less income merely because he or 
she does not receive pajunent in money or work for a wage. It is incor- 
rect to assume that the farmer and ha vrife who live on their own land and 
who consume their own produce are any less income producing and income 
consuming merely because their commodities and services do not go 
through the^arket and hence fail to register under our price system. It 
is as necessary to impute a value of unregistered production as to compute 
the value of commodities sold and ser\dces rendered for a price, even 
though it is difficult to do so accurately. 

A correct estimate of the national income is menaced as much by 
counting a particular item over again as by omitting it. One portion of 
the national income goes into the formation of consumption goods, 
whereas another portion goes into the creation of capital goods, which 
are to be used for further production instead of immediate enjoyment. 
Due allowance must be made for the replacement fund of industry, or the 
national income rvill be exaggerated far beyond its true size. Constant 
care must be taken to avoid duplication of items which may reappear in 
various forms as they go thi'ough our roundabout system of production. 
For example, pig iron goes into the manufacture of steel sheets, which, 
in turn, may be pressed into automobile bodies. The finished products, 
automobiles, must be included in the national income, but their compo- 
nent parts, steel sheets and the iron therein, should not be added repeat- 
edly and independently. 

Finally, real income must be distinguished from nominal or monetary 
income. Any estimate of the national wealth or income over a period of 
years must be refined in terms of changes in the general price level. The 
increase or decrease in wealth and income, as expressed in dollars, may 
be more apparent than actual, owing to changes meanwhile in the pur- 
chasing power of money. Eeal income is a flow of commodities or serv- 
ices, for which dollars have been merely the medium of exchange or 
fluctuating standard of value. 

6. Ideal of Economic Prosperity. — Economic prosperity may be 
defined as the relative abundance of economic goods, including both 
commodities and services. 

Social welfare includes many other elements in addition to economic 
wealth, just as iiidividual happiness requires more than an adequate 
personal income. Social institutions condition social welfare and social 
ddeals direct social progress. But economics is a bread-and-butter sub- 
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ject and the economist confines himself to economic prosperity, although 
he freely admits that man does not live by bread alone. 

It is generally conceded that economic prosperity is a factor in social 
welfare, whatever else the latter term may include. Similarly, the hap- 
piness of most individuals, who are ordinary human beings and neither 
misers nor saints, requires sufficient income to meet the physical needs of 
life and to conform to the social standards of the group to which they 
belong. Obviously, however, human character is determined by more 
elements than food, shelter, and clothing, important though these factors 
are. 

Prosperity is an economic ideal in the same sense that democracy is a 
political ideal, virtue a moral ideal, and beauty an aesthetic ideal. Any 
ideal is a relative term and a variable concept. Social progress is 
accompanied by a lifting of the ideal to still higher staVidards. Conse- 
quently, progress toward it is obscured. Thus economic progress toward 
the existing ideal of prosperity constantly advances that goal of economic 
well-being. As higher planes of living are enjoyed, still higher standards 
are desired. 

6. Artificial and Real Prosperity. — It is important to distinguish 
between artificial and real prosperity, i.e., between a stimulated pros- 
perity and a natural prosperity. It will be seen that higher prices and 
increased production are not inseparable, although they are frequently 
associated. 

Artificial prosperity is stimulated by rising prices due to inflation or an 
overexpansion of the circulating media. Real prosperity, however, is 
brought about by a natural increase of production due to greater industrial 
efficiency. Real economic prosperity is measured, not by quantities of 
money, but by an abundance of economic goods with which to gratify 
human wants. Artificial prosperity is as deceiving as the hectic flush of 
an invalid, which indicates an approaching collapse rather than a healthy 
condition. Similarly, inflation is followed by deflation, and an unwar- 
ranted industrial expansion contracts after a severe economic crisis. 

The business cycle is one of the greatest of all labor problems. Rising 
prices in periods of recovery and prosperity necessitate an increase of 
money wages, if the real wages of workers are to be maintained at their 
former levels. Falling prices during crises or depressions are accompanied 
by gains in real wages, if money wages fall less than costs of living. 
This advantage, however, is generally offset by cuts in wage rates and by 
reduction or loss of employment. Hence labor is threatened by all 
phases of the business cycle. Our economic order has not given workers 
stability or security. 

7. False and True Prosperity. — ^If economic prosperity is the relative 
abundance of economic commodities and services, its cause must be 
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production and its evidence must be abundance. False prosperity 
results from the destruction of economic goods and the restriction of 
production; their aim and end are scarcity. True prosperity, which alone 
can raise planes of living, implies more goods and lower prices. False 
prosperity, which actually lowers planes of living, implies fewer goods and 
higher prices. 

True prosperity, moreover, has ite qualitative as well as its quantita- 
tive aspect. It requires proper proportion between consumers’ goods and 
capital goods and a delicate balance between agricultural production and 
industrial production. False prosperity is exposed in misdirected pro- 
duction or flisparity between farm and factory; it results in economic 
depression. 

Wars present an economic paradox as well as a social menace. They 
increase both production and destruction. They stimulate production 
quantitatively, but change its character qualitatively. Bombers are 
built instead of automobiles, and battleships replace schools. Factories 
are tooled up to produce instruments of destruction and neither capital 
goods for production nor consumers’ goods for enjoyment. National 
securitj’^ may require such changes in industrial production for the success- 
ful prosecution of total war, but can the economist regard more bombers 
and bigger tanks as a net increase in the national wealth and income? 
War stimulates the munitions industries, but their objectives are destruc- 
tion and not production, devastation and not prosperity. Again, war 
misdirects production, disturbs the delicate economic equilibrium of sup- 
ply and demand, and engenders, inflation. Hence it creates false and 
artificial prosperity, instead of true and natural prosperity. 

8. Diffused and Stabilized Prosperity. — Individual prosperity does 
not follow naturally or necessarily from collective prosperity. In this 
land of plenty many families still live in duo poverty, even in periods of 
so-called "prosperity.” Serious maladjustments, such as unemployment, 
continue beneath the surface, only to rise conspicuously in periods of 
economic depression. In short, our prosperity has been unevenly diffused 
throughout our population and irregularly distributed over periods of 
time. Can a nation properly be called prosperous, if its prosperity is only 
for the few and only for the time being? 

The depression of 1929 to 1933 demonstrated that American prosperity 
was lacking in stability and spotty in character. Although the United 
States had led the world in economic production in the previous decade, it 
had failed to cope adequately with the problem of improved distribution. 
Truly it is a paradoxical or ill-digested prosperity which is unable to 
consume its own huge and varied output because of a maldistribution of 
purchasing power among groups of people and an instability of purchasing 
power over periods of time. 
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9. Analysis of National Prosperity. — ^An analysis of American prosper- 
ity requires not only a clear definition of terms but also a full exposition 
of the facts. The scientific method seeks to determine, not only the size 
of our national income, but also its actual distribution. What is the basis 
in fact for our assumption of prosperity for the nation as a whole and for 
particular economic groups within it? Is the national income adequate in 
size to eliminate poverty? Is it distributed in such a fashion that a 
decent standard of hving can be enjoyed by all workers and their families? 
These are some of the vital questions to be considered in this part of the 
text, for problems of income are fimdamental in a study of the economics 
of labor. 

10. Basis of American Prosperity. — ^The primary agents of production 
are land and labor; a rich geographical environment, occupied bj”^ an 
intelligent and industrious people, is conducive to national prosperity, 
provided the population is not tod congested for its natural resources. 
Secondary factors in production are accumulated capital and acquired 
knowledge; increased prosperity is conditioned by an economic surplus of 
goods and an enlightened state of the arts. Our material well-being is 
due mainly to a favorable ratio of population to natural resources and to 
the progress of economic inventions and industrial improvements. 

Nature has been bountifrd to the United States: our physical environ- 
ment possesses valuable mineral deposits, fuel supplies, and water 
resources; our land is abimdant, fertile, and diversified; our climate is 
temperate and stimulating. Moreover, as shown by the preceding 
chapter, the population of America is not so dense as that in Europe and 
Asia. 

In spite of considerable waste, it may be said that America’s adapta- 
tion to her physical environment has been fairly satisfactory. Our 
inventive genius and capacity for industrial organization are famous. 
The intelligence and skill of our workers are probably as great as any- 
where else in the world. Although productivity per acre is higher in 
those countries which practice a more intensive cultivation of the land, 
productirity per man is higher in the United States than in most other 
portions of the world. 

11. Causes of Increased Productivity. — ^Although all these basic 
factors condition national prosperity, the chief cause of the great modern 
increase in production has been the discovery and utilization of new 
sources of mechanical power, the displacement of the hand tool by the 
machine, and the replacement of crude rules of thumb by improved 
industrial techniques. This was the “theme song’’ of Chap. II. 

The productivity of an American worker is many times that of a Greek 
or Roman slave. The ancient toiler worked with his bare hands, or at 
best with primitive tools, but the modern laborer is aided by the industrial 
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giants of power machinery. A small mill in Periclean Athens, for exam- 
ple, could grind onlj’’ one or two barrels of flour a day, but a single large 
plant in Minneapolis now turns out daily between 15,000 and 20,000 
barrels of flour. 

Increased productivity has resulted both from direct causes, such as 
power machinery and technological advances, and from indirect causes, 
such as improved social organization and general progress of the arts. 
Perhaps the secret of our increased prodiictivity lies in the continued 
march of inventions and discoveries, the rapid increase of practical knowl- 
edge, and the wide dissemination of vocational education. 

The in’iention of power machinery and the discovery of improved 
processes are related social developments; both are essential in an explana- 
tion of our present economic potentialities. In tliis expansion and utiliza- 
tion of acquirej^ knowledge making for a superior adaptation to the 
physical environment, the inventive genius of the Yankee has been con- 
spicuous; American laborsaving devices are famous the world over. 

12. New Industrial Revolution. — Invention of power machinery and 
improvement in manufacturing processes began with the old industrial 
revolution in England in the latter half of the eighteenth century. But a 
new industrial revolution of comparable significance has taken place in the 
United States within the past generation. Inability to adjust ourselves 
udth sufficient speed and smoothness to its momentous changes was one 
cause of the great depression of 1929 to 1933. 

Increased mechanization of industry has been accompanied by a 
further expansion in the size of the business unit and in a still more minute 
division of labor. Large-scale manufacturing has been paralleled by 
large-scale managing and large-scale marketing. Mechanization, special- 
ization, and standardization have reached their zenith in mass production, 
so well illustrated in the modern automobile industry. Indeed, the evolu- 
tion of the superfactory in the new industrial revolution may be likened 
to the transition from the domestic to the factory system in the early 
industrial revolution. Their good results have been higher standards of 
living and shorter hours of work; their bad results have been increased 
strain of occupation and decreased regularity of employment. 

A word must be said in conclusion about recent developments in 
electricitj’- and the modem marvels of industrial chemistry. Just as the 
noisy, dirty steam engine dominated the early phases of the industrial 
revolution, so the quiet, electric motor and the clean hydroelectric 
turbine exemplify the silent power of the new industrial revolution. The 
cheap and efficient transmission of electricity is revolutionizing farm, as 
well as city; home and office, as well as factory; methods of transportation, 
communication, and illumination, as well as methods of manufacture. 
It has been said that, whereas steam power was the enemy of the home. 
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electric power is its friend. Electricity may facilitate future decentraliza- 
tion of industry, just as the steam engine produced past concentration in 
industry. 

13. Relation to Labor’s Efficiency. — ^An increase in the productivity of 
labor does not imply a corresponding improvement in the efficiency of the 
individual worker. The great gains of the new industrial revolution have 
been brought about chiefly by increased use of power machinery and by 
improved processes of manufacture. The secret of increased industrial 
productivity is that of technological progress and advance in the arts of 
production. It has been described as follows: 

It is obvious that we cannot have any general gain of wealth, 'comfort and 
enjoyments for the whole nation save by a definite increase in the product per 
worker; no other way. But this, we now know, does not usually mean any 
fabled gain in the “efficiency” of the workers. There may be little, but only 
that. It may be doubted if, on the average, the workers of today are more 
industrious, skillful, or “efficient” than those of a century ago. Practically the 
sole gain in product is through improved machinery, new processes, new inven- 
tions and discoveries. This is precisely what is meant by the Industrial 
Revolution.’ 

14. Relation to Labor Policy. — Consuming power comes ultimately 
from production; and, in the long run, increased production means 
increased consumption. Therefore, higher standards of living are pro- 
moted, not menaced, by increased production. An enlarged national 
income makes possible enlarged shares thereof, even without changes in 
their relative proportions. 

On the other hand, long-continued or widespread destruction of 
wealth, by war or waste, is bound to reduce the national income out 
of which wages must be paid. Restriction of output, like destruction of 
wealth, operates in the same negative fashion. If a conflict of interests 
among individuals or groups, representing different shares in distribution, 
results in industrial friction and curtails production, the national income 
will be reduced. In the past, most aims of workers to raise wages have 
been sought through broader distribution, rather than through higher 
production. Frequently the restriction of production, not its increase, 
has been preached and practiced. On the other hand, employers often 
have stressed increased production, ignoring or minimizing problems of 
maldistribution. The next chapter will demonstrate that the workers 
have shared in the gains of the new industrial revolution, but not propor- 
tionately to capitalists. Let us first see how great has been the increase in 
industrial production and its effect on the size of the national income. 

’ Sntdeb, Casl, "Capital Supply and National Well-being,’^ American Economic 
Review, June, 1936, pp. 210-212. 



ECONOMIC PROSPERITY AND PRODUCTIVITY OF LABOR 89 

16. Trend toward Increased Production. — The long-run trend of 
production in the United States can be shown more accurately by an index 
based on physical units, such as bushels of wheat, tons of coal, and yards of 



’Increase in American production and population. {Reprinted hy permiaeion from **Forecaatino 
Bueineea Cyclea” by the late W. M. Peraona, Publiahed by John Wiley & iSone, Jnc.) 
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Although this refinement ^ves a clearer picture, it is not complete. 
An index of production is limited to those goods which can be measured; 
i.e., those which go through the register of our exchange economy. It 
misses goods consumed locally by their own producers. For example, 
potatoes raised for market and sold to a commission merchant would be 
recorded, but those consumed by the farmer himself would not be recorded 
in such a production index. 

One of the best analyses of the long-run trend of physical production 
in the United States is that made by Dr. Warren M. Persons, in “Fore- 
casting Business Cycles.” (See Chart 14 on page 89.) This graph 
shows the trend of physical production in relation to population between 
the years 1860 and 1930, using the year 1875 as the base or 100 per cent. 
Total production is given in the form of a composite index; it is also 
broken down into its three component elements, viz., crops, manufactures, 
and minerals. Total increase and annual rate of increase in all these 
indices are given in percentages on the left side and on the right side 
respectively of the chart. 

Eliminating cyclical fluctuations, physical production, like population, 
has displayed a secular trend toward increase at a decreasingly rapid rate. 
Perhaps it is natural that the long-run trend of phiysical production should 
be simi lar to that of population. Despite their similar trends, hdwever, 
the annual rate of growth of physical production, at least for most years 
between 1875 and 1929, was about 4 per cent or twice that of population, 
which increased more uniformly but also more slowly. When the net 
result over a period of years is substituted for the annual rate of growth, 
which is somewhat misleading because of its fluctuating character and 
diminishing rate, the contrast between population growth and production 
increase becomes more striking. From 1875, the base year, to 1929, a 
turning point in recent economic history, physical production increased 
nearly sixfold, rising from an index of 100 per cent m 1875 to one of 681 
in 1929. Population meanwhile rose from a base of 100 per cent in 1875 
to one of only 275 in 1929. 

This increase in physical production is the basis of American prosper- 
ity. It is all the more remarkable in that it was accomplished in spite 
of a shrinkage in the working day and week. The results of higher 
productivity, then, are improved planes of living and increased leisure, 
both of which topics will be treated in subsequent chapters. Causes of 
higher productivity, such as increased mechanization and improved 
teiflmiques, have been indicated in earlier sections of this chapter. 

16. Trend toward Increased Industrialization. — This discussion of the 
quantitative aspect of production must now be supplemented by a brief 
analysis of its qualitative aspect; the change in the form of American 
production is as important as its increase in volume. 
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The changing character of American economic life was illustrated in 
Chart 12, in the preceding chapter. It is shown also in Chart 14, which 
breaks do-wm total physical production into its three component elements, 
viz., crops, manufactures, and minerals. Agricultural production 
increased more slowls' than either of the other two types of production; its 
rate of increase declined even more rapidly; the decline in its rate of 
increase set in earlier. The growing industrialization of the United States 
in the past fifty years is apparent. 

Our recent increase in physical production has been chiefly in the 
form of minerals and manufactures, not in crops. The peak in agricul- 
tural production was reached in 1920, when the index of crop production 
was slightly over 300, as contrasted with one of 600 for physical produc- 
tion as a whole, using 1875 as the base or 100 per cent. The peak of 
industrial production was not reached until 1929, and it was a much higher 
peak than that of agricultural production. From 1875 to 1929, physical 
production of minerals rose from 100 to over 2,100, an increase of over 
2,000 per cent, and that of manufactures from 100 to over 1,100 or an 
increase of over 1,000 per cent. 

The industrialization of the United States has created numerous social 
problems, such as those of migration of population and growth of cities. 
Specialization and urbanization involve increased interdependence, which, 
in turn, requires greater social control and more governmental regulation 
than does a relatively independent and self-sufficient agricultural econ- 
omy. Finally, and of especial significance to students of labor problems, 
is the fact that workers in industry are more generally organized than are 
workers in agriculture. The industrialization of the United States was 
featured by the growth of labor organizations and by the development of 
labor disputes of national significance. 

17. Recent Increase of Industrial Production. — The preceding two 
sections pictured the long-iun trend toward increased production, espe- 
cially industrial production. Let us now examine more closely the past 
few decades to discover if these general trends have become more or 
less pronounced within recent years. For this purpose we are fortunate in 
having “The Output of Manufacturing Industries, 1899-1937" by Solo- 
mon Fabrieant. The year 1899 was chosen for the beginning of this 
study for- that is the first year for which there is adequate information 
from the U.S. Census of Manufactures. 

The general trend toward increased industrial production, previously 
described, was continued and confiimed. Indeed, the rate of increase 
seemed to have been accelerated during recent years. Between 1899 and 
1919 the output of our manufacturing industries rose 20 per cent more 
rapidly than our entire national output; between 1919 and 1937 it rose 35 
per cent more rapidly. The total output of all manufacturing plants in 
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the United States increased by 276 per cent from 1899 to 1937; this con- 
stituted an average annual increase of 3H per cent. 

This increase in industrial output, however, was irregular. There 
were intervals in this period of 38 yeara when industrial production did not 
progress but actually regressed. The most conspicuous decline was that 
from 1929 to 1932. In 1932, industrial production was reduced to that 
of 1913; but by 1937 it had regained its former peak of 1929. 

18. Cyclical Fluctuations in Industrial Production. — The secular 
trend toward increased industrial production, then, has been marked by 
numerous fluctuations, some due to such random changes as wars and 
others due to the cyclical changes of depressions. 

Between the First and the Second World Wars, there have been at 
least three distinct dips in the upward trend of production in the United 
States; (1) the minor depression in 1921; (2) the major jlepression from 
1929 to 1933; and (3) the recession from the summer of 1937 to the 
summer of 1938. Analysis of the nature and causes of the business cycle 
is outside the scope of this volume. We are here concerned merely with 
its effects, which can be read in the following index of industrial pro- 
duction, including manufacturing and mining but excluding farming. 


iNDirsTBiAL Pbodtjction Index in the United States* 
(Base or 100 Per Cent, Average Level, 1936 to 1939) ■ 


Year 

Index 

Year 

Index 

1919 

72 

1931 

75 

1920 

73 

1932 

58 

1921 

58 

1933 

69 

1922 

73 

1934 

75 

1923 

88 

1935 

87 

1924 

82 

1936 

103 

1925 

90 

1937 

113 

1926 

96 

1938 

89 

1927 . 

95 

1939 

108 

1928 

99 

1940 

123 

1929 

110 

1941 

156 

1930 

91 

1942 (first 9 months) 

176 


^ Federal Reserve Bulletin, 


The index of industrial production, recorded in the Federal Reserve 
Bulletin, indicated the severity of the great depression from 1929 to 1933. 
The lowest level was reached in 1932, at which time industrial production 
was only half that of 1929. Subsequent recovery by 1937 raised industrial 
production, not including agricultural production, to approximately the 
same level as that of 1929. The recession of 1938, like the minor depres- 
sion of 1921, was shorter than the major depression extending from 1929 
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to 1932. Natural recovery after the business recession of 1938 was 
stimulated by the national defense program. Industrial production by 
1940 had surpassed its former peaks of 1929 and 1937. In 1941 and 1942 
it reached unprecedented levels. 

19. Production in United States Compared with That of Other Coun- 
tries. — Chart 15 pictures cyclical changes in industrial production from 
1920 to 1936, inclusive, for the United States and for other leading 



Chabt 15. — Industrial production of United States and rest of the world. {From Cleveland 
Trust Company, Industrial Bulletin, Oct. 16, 1939.) 

.The nine leading industrial, nations, other than the United States, included in this index are the 
Uiuted Kingdom of Great Britain and Ireland. France, Germany. Italy. Japan, Canada. Csechoslovakiat 
Bel{(ium, and Poland. The index for the United States is that oi the F^eral Reserva Bulletin, old 
btuu. The index for the rest of the world is that of Norman J. Wall, “ Monthly Index of World Indus- 
trial Production 1920 to 1936/' X7.S. Department of Agriculture. 


industrial nations of the world. It shows the degree to which cyclical 
movements in the United States have paralleled those in other leading 
industrial nations. There are similar drops in industrial production in 
1921, the year of the first postwar depression, similar upward movements 
in the prosperous twenties, similar drastic drops from 1929 to 1932, and 
similar upward movements in the following years of recovery. , Appar- 
ently, nationalistic policies have failed to produce economic isolation, if 
immunity from the business cycle is a fair test. 

There are several noteworthy diSerences, however, in the course of 
industrial production in'the United States from that in the rest of the 
world. During the First World War and the years immediately following 
it, the United States was leading in. rate of increase. Subsequently, 
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however, this country began to lag; this lag was noticeable even before 
1929. Moreover, in the years of the great depression, industrial produc- 
tion declined farther and faster in the United States than it did in Europe. 
Again, industrial recovery in this country, except for the fast but false 
start of 1933, lagged behind that of Europe. 

Some industrial experiences of the First World War were repeated 
during the Second World War. There was a similar stimulus to produc- 
tion and a comparable alteration of its character. The United States 
again became a great arsenal of democracy and a source of men and 
materials for the United Nations. The devastation of the Second World 
War was greater and wider than that of the First World War. Post- 
war rehabilitation will be equally necessary but even more difficult. 

20. Increase in Industrial Productivity. — The term “production” 
refers to the total volume of output, whereas the term* “productivity” 
means rate of output. Production can be expressed either in physical 
units or in value units. Productivity is generally expressed as production 
per man-hour. Greater production means increased prosperity; the 
prosperity phase of the business cycle brings increased production but not 
necessarily increased productivity. During a business depression, pro- 
duction decreases, but productivity, or rate of production, may remain 
constant or even increase. 

The National Industrial Conference Board has surveyed our increase 
in industrial productivity. ‘ Chart 16 illustrates the growth of output 
per man-hour in American manufactures. The top line traces the increase 
in manufacturing production from 1899 to 1938; the middle line, the 
negligible net change in man-hours employed during the same period. At 
the peak of prosperity in 1929, industrial production was three times that 
of 1899; at the end of the depression in 1933, production was twice that of 
1899. On the other hand, man-hours employed reached a 1929 peak 
only 50 per cent higher than that of 1899; at the end of the depression 
in 1933 man-hours were actually below those of 1899. The bottom line 
expresses the net result in industrial productivity or output per man- 
hour in manufactures, which increased slowly but steadily from 1899 to 
1919, and thereafter rapidly until 1933, after which it leveled off at a rate 
over twice that of 1899. 

An independent study* by the Brookings Institution gives additional 
evidence of increased industrial productivity during recent years. Within 
manufactures, productivity increased 26 per cent from 1923-1924 to 
1928-1929 and 20 per cent from 1928-1929 to 1936-1937. For the entire 
period 1923-1924 to 1936-1937 productivity within manufactures 

1 National Industrial Conference Board, Bulletin, Feb. 9, 193&. 

•Bell, SpuRaBON, “Productivity, Wages and National Income,” Brookings 
Institution, Pamphlet 23. 



ECONOMIC PROSPERITY AND PRODUCTIVITY OF LABOR 95 


increased 50 per cent, whereas the physical volume of output increased 
only 25 per cent; within this interval there was a slight increase (3.5 per 
cent) in the number of wage earners and a considerable decrease (16 per 
cent) in the number of man-hours employed. 

21. America’s Capacity to Produce. — The general trends toward 
increased production, despite cyclical depressions, and toward increased 



Chabt 16. — Increase in our industrial productivity. (7’Ae National Industrial Conference 
Board, Conference Board BiiUetin, Peb. 9, 1939.) 


productivity, even during depressions, have laid the broad basis for our 
national prosperity, which has expressed itself in higher planes of hving 
and shorter hours of work. But has American production been as great 
as it might have been, and have our people fully realized the great 
potentiahties of recent technological progress? 

The answer to these questions can be found in a study undertaken by 
the Brookings Institution, the findings of which appeared in a volume 
entitled “Amerisa’s Capacity to Produce." President H. G. Moulton 
discovered great variations from industry to industry and from year to 
year in the degree to which full productive capacity was utilized, but his 
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general conclusion was that, on the whole, the United States was far from 
a full utilization of its entire productive capacity in either industry or 
agriculture. 

In the period from 1922 to 1934, the fullest utilization of productive 
capacity was reached in 1929, the peak year of prosperity, and the least 
utihzation of productive potentialities occurred in 1932, at the depths of 
the depression. Dr. Moulton contended that even in 1929 our coimtry 
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Chabt 17. — Froductive capacity and actual production (in 1929 dollars). (From “ Income 
and Economic Progreaa," FiAlic Affaira Pamphlet No. 1.) 

could have produced 20 per cent more of economic goods than actually 
were produced, or, expressed in terms of money, a national income of 
$96 billion instead of one of only $81 billion. This average of 80 per cent 
utihzation for industry as a whole in 1929, when broken down into par- 
ticular industries, was found to vary from a low of 45 per cent in the loco- 
motive industry to a high of 92 per cent in the full-fashioned-hosiery 
industry. 

Dr. Moulton’s judgment was that the 20 per cent nonutilization ratio 
for 1929 might be regarded as a fairly constant rate and a rather conserva- 
tive annual estimate for the thirty previous years. For the period of 
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depression following 1929, a more variable and a still higher ratio of non- 
utilization was discovered. It rose to a peak in 1932, when the total 
amount of commodities and services produced was approximately 31 per 
cent less than in 1929. Assuming about the same plant capacity for the 
two years, actual output in 1932 was only 55 per cent of potential produc- 
tion, in contrast to 80 per cent of capacity in 1929. During the following 
yearn of recovery, 1933 and 1934, production rose somewhat to about 60 
per cent of the nation’s potential capacity. 

Chart 17 pictures actual production, potential production, and the 
discrepancy between them, for the years from 1922 to 1934, inclusive, 
expressed ia terms of real national income through the use of a constant 
dollar of 1929 purchasing power. 

The cumulative effect of unused production capacity on national wel- 
fare is apparent. According to estimates of the Brookings Institution, 
had we made full use of all our potential capacity for production in the 
years of prosperity from 1922 to 1929, inclusive, additional commodities 
and services worth $113 billion would have been produced. Similarly, 
in the four following years, additional economic goods worth $135 billion 
could have been produced. Thus, the total combined loss in real income 
for slightly over a decade from failure to utilize the full productive capac- 
ity of the nation amounted to $248 billion or almost a quarter of a trillion 
dollars, a sum roughly equivalent to three fourths of the value of the 
entire wealth of the United States at that time. 


WbaiiTH of the United States,* 1850 to 1922 


- Year 

Total wealth 
(billions of dollars} 

Per capita wealth 

1850 

7 

S 308 

1860 

16 

514 

1870 

30 (paper) 

780 

1870 

24 (gpld) 

624 

1880 

44 

870 

1890 

65 

1,036 

1900 

89 

1,165 

1904 

107 

1,318 

1912 

186 

1,950 

1922 

321 

2,918 


^ IT. B. Census Bureau. 

22. Growth of Wealth of the United States. — The preceding table 
gives some estimates made by the U. S. Census Bureau of our national 
wealth. The figures for the years before 1850 are not trustworthy and 
have not been included. The figures for the years after 1850 are not 
entirely comparable or reliable. 
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Although these estimates are not refined for changes in the purchasing 
power of the dollar, it is apparent that the wealth of the country has 
increased. This has been due, in part, to the great industrial develop- 
ment of the United States and also, in part, to the reclassification of items 
as economic goods which were formerly regarded as free goods. 


Wealth op the United States,* 1922-1937 


Year 

Total in current 
dollars (billions) 

Total in constant 
1926 dollars 
(billions) 

Current dollars per 
capita 

1922 

307 

333 

'S2,792 

1929 

354 

338 

2,910 

1933 

289 

384 

2,297 

1937 

322 

342 

, 2,490 


1 National Industrial Conference Board. Bulletin, Oct. 5. 1039. 


Estimates of the national wealth of the United States for more recent 
years have been made by the National Industrial Conference Board. 
Current dollars have been refined into dollars of constant purchasing 
power and then expressed on a per capita basis. These estimates are 
given above. 

23. Growth of Our National Income. — In one of the first comprehen- 
sive studies^ of our national income. Dr. W. I. King of the National 
Bureau of Economic Research concluded that the per capita real income 
of the people of the United States, as expressed in terms of a constant, 
viz., the average price level from 1890 to 1899, increased from $69 in 
1850 to $262 in 1910 or fourfold within these sixty years. Although some 
of this great increase in per capita real income was due to our transition 
from a self-sufiicient economy to one of exchange, much was due to 
increased production. The conclusion of increasing prosperity seemed 
warranted. 

Studies of the national income have been continued by the National 
Bureau of Economic Research; they have been inaugurated by the 
National Industrial Conference Board and by the U.S. Department of 
Commerce. The following table gives estimates of the national income 
in current dollars and in dollars of constant purchasing power; it also 
gives per capita national income in current dollars and in constant or 
cost-of-living dollars. 

It is apparent that the national income in current dollars has fluc- 
tuated more than the national income in constant dollars. Even the per 
capita real income of the United States, refined for changes in population 
and for changes in costs of living, shows considerable variation, rising 

* King, W. I., “Wealth and Income of the People of the United States.” 
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Estimates op National Indostbial Conference Estimates op U. 8. Defabt- 
Boabd^ ment op Commerce’ 


Year 

Total national 
income 

Per capita national 
income 

Total nationflbl 
income 

Per capita 
national 
income 

Current 

dollars 

(billions) 

Constant 

1926 

dollars 

(billions) 

Current 

dollars 

Constant 

1926 

dollars 

Current 

dollars 

(billions) 

Constant 
1935 to 1939 
dollars 
(billions) 

Constant 
1936 to 1939 
dollars 


16.2 

36.6 

212 

480 





17.2 

37.9 

221 

488 




1902 

18.4 

39.8 

232 

601 




1903 

19.6 

40.3 

242 

498 




1904 

m.i 

41.8 

243 

606 



' 

1905 

21.4 

44.5 

254 

529 




1906 

23.2 

- 46.6 

270 

543 




Wmm 

24.4 

46.6 

270 

531 




1908 

23.4 

46.6 

263 

624 





26.5 

62.6 

292 

680 




1910 

28.2 

53.0 

305 

675 




1911 

28.1 

62.9 

300 

565 




1912 

29.4 

52.1 

309 

549 




1913 

31.5 

66.9 

323 

589 




1914 

31.2 

65.3 

319 

565 




1916 

32.6 

67.2 

327 

676 




1916 

38.7 

63.2 

384 

627 




1917 

46.4 

66.6 

454 

642 




1918 

66.9 

66.9 

550 

646 




1919 

62.9 

66.1 

599 

620 





68.4 

60.4 

642 

667 




1921 

66.7 

67.8 

524 

534 




KM 

57.2 

61.2 

620 

567 





65.7 

68.5 

689 

614 




1924 

67.0 

69.0 

692 

010 




1926 

70.1 

70.5 

610 

614 




1926 

73.5 

73.6 

631 

631 




1927 

73.9 

75.6 

626 

640 




1928 

76.9 

78.7 

633 

656 




1920 

79.6 

82.8 

664 

681 

83.3 

68.0 

660 


72.4 

78.1 

688 

634 

68.8 

57.9 

470 

1931 

60.2 

72.0 

485 

580 

64.4 

50.9 

410 

1932 

46.7 

62.5 

374 

500 

39.9 

41.6 

333 

1933 

44.7 

62.3 

366 

495 

42.3 

45.7 

364 

1934 

61.6 

67.8 

407 

535 

49.3 

60.6 

400 

1935' 

56.6 

71,7 

443 

562 

55.7 

56.0 

440 

1936 

66.7 

81.6 

611 

634 

64.9 

05.2 

609 

1937 

69.2 

82.2 

636 

636 

71.6 


636 

1638 

63.0 

76.7 

484 

689 

64.1 

64.1 

494 

1939 

68.5 

84.6 

522 

645 

70.8 

71.8 

549 

1940 

71.9 

87.9 

645 

660 

77.2 

77.9 


1941 


a 



94.5 

89.1 

669 


1 **£!s8ential Facta for Fiscal Policy,** July, 1941, 
*iVeis York Timea, Mar. 8, 1942. 
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in periods of prosperity and falling in years of depression. Nevertheless, 
the long-run or secular trend is upward. The more complete evidence for 
the period 1900 to 1940, like the tentative estimates for the earlier period 



Cbabt 18. — Total and per capita national income in current doUara. (National Indxulrial 
Conference Board, "Baaential Facta for Fiaeal Policy," July, 1941.) 



from 1850 to 1910, point toward a rising tide of national prosperity 
despite the fluctuating waves of particular years. , 

24. Comparison of National Incomes. — To visualize prosperity a 
comparison over time must be supplemented by one over space. We 
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have traced the growth of the national income of the United States over a 
long period of years. We shall now compare the national income of the 
United States with the national incomes of several other nations. 

The following table gives some per capita national incomes in 1914, in 
the middle twenties, and in the middle thirties; i.e., first at the outbreak 
of the First World War, then in the relatively peaceful and prosperous 
postwar period, and, finally, in the period of readjustment after the great 
depression and immediately before the Second World War. Even after 
allowances are made for differences in costs of living in these various 
lands, the relative prosperity of the English-speaking nations in general 
and of the Fbited States in particular is evident in all three periods. The 
so-called “have” nations stand out in contrast to the so-called “have- 
not” nations in conflict during the Second World War. 


Per CJapita Nationai. Incomes or Variotjb CotrimtiES 
(In Current Dollars) 


Nation 

1914 

1924 to 1928 

1936 

United States 

S335 

$749 

$508 

United Kingdom 

243 

409 

457 

Germany ' 

146 

190 

389 

fVance 

185 

201 

276 

Italy 

112 

116 


54 

187 



29 

66 

54 


102 


140 

165 

Hunsarv 


113 

138 

Czechoslovakia 


172 

Jugoslavia 


109 



2C3 

477 

409 


195 

679 

343 

Union South Africa. 

112 

India 


37 






The figures for 1914 gre token from a summary of the estimates of various foreign writers oompiled 
by Sir Josiah Stamp and adapted by National Bureau of Economio Reseaxob. CJ, "Income in the 
United States, 1909 to 1910," vol. 1, Summary, p. 85. 

The figures for 1924 to 1928 are taken from "Some New Estimates of National Income" prepared 
by Harvey E. Fisk of the Bankers Trust Company. C/. American Economic Review, p. 23, March, 1980. 
These estimates can be oompared only with a considerable margin of error, for the annual incomes in 
these various countries are for different years running roughly from 1924 to 1928. The 1924 to 1928 
estimate for Spain is of an even earlier date, but it is apt to bo an exaggeration rather than a conservative 
estimate. The estimate for Great Britain (1924), unlike that for 1914, excludes the Irish Free State. 

Estimates for 1930 are from the National Industrial Conference Board’s Economic Record, Aug. 3, 
1939, p. 35. 

26. Adequacy of Our lifational Prosperity. — Admitting that the 
United States is Ihe most prosperous nation in the world, is our national 
income sufficient to abolish poverty and to guarantee to each individual 
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and family a decent standard of living? Before getting the facts in the 
next chapter as to the actual distribution of our national iucome, let us 
see what the national income would permit each family were it equally 
divided; i.e., what has been the average, rather than actual, per family 
income. 

The family is the basic consuming unit in any country. The average 
American family was formerly one of five members; but according to 
recent census figures the average American family is now one of approxi- 
mately four members. Taking the per capita national income figures, 
given in the table on page 99, and multiplying each by four, the per 
family national income varies from a high level of $2,616 in 1929 to a low 
level of $1,424 in 1933. These amounts would seem to be sufficient to 
provide a comfortable plane of living in good years and the bare necessi- 
ties of life in bad years for a family of four members. , 

In 1935-1936, a fairly typical year, 116 million consumers lived in 
29H million families. They had a total family mcome of $48 billion, 
which if divided equally among all those families would have given each 
family a yearly income of $1,622. In that same year 10 million consumers 
lived as single individuals; they enjoyed a total income of $11K billion, 
which if shared equally would have given each an annual income of $1,160. 
Finally, 2 million consumers lived in institutional groups, as members 
of which part of their income came in the form of free living quarters 
or commodities and services furnished them. Had their total income of 
$724,000,000 been divided equally each would have received $362 during 
the year.^ 

Sober statistical analysis of the facts of national income seem to point 
toward the middle of the road, between dire pessimists, on the one hand, 
who deplore the inadequacy of the national income and claim that the 
problem of the good life is chiefly one of increased production, and extrav- 
agant optimists, on the other hand, who rejoice in the all-sufficiency of 
the national income and claim that the problem of poverty is simply one 
of unequal distribution. 

26. Limitations of Present Prosperity. — Perhaps a final word of cau- 
tion is necessary. Although the equal division of the national income 
might temporarily raise all families out of what is now regarded as 
poverty, it would not allow the popularization of conspicuous consump- 
tion. Nor would it permit the multiplication of leisure time without some 
sacrifice of economic weU-being. Of course, a sharing of work between 
the employed and the unemployed is merely a division of existing work 
and wages without any change in total hours of labor and total volume of 
production. In any event, the utopian dream of certain visionaries, from 

1 Consumers' Guide, September, 1938, p. 9. Figures are taken from “Consumer 
Incomes in the United States,” issued by the National Resources Committee. 
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Brook Farm to technocracy, that an equal division of the national income 
would permit all individuals to live in comparative luxury and leisure is 
neither logical in its economic theory nor correct in its economic facts. 

Progressive standards of living are conditioned by constantly increased 
production. Although the repetition of this theme song may have 
become tedious to the reader, certain national experiments, designed to 
bring back prosperity by destroying wealth and by restricting production, 
afford eloquent testimony to the fact that it is still a controversial point, 
rather than a generally accepted axiom. 

With continued mechanization and improved processes, industrial 
productivity may increase so rapidly that more goods than formerly can 
be turned out in spite of a reduction in the length of the working day. 
But at any particular time and in a given state of the arts, economic well- 
being must choose between increased production and increased leisure or a 
judicious sharing of the two. As prosperity depends on production, so a 
decrease in production is a direct threat to national prosperity.' On the 
other hand, a rapid increase in productivity may be expressed in fewer 
hours of work instead of higher planes of living. As will be demonstrated 
later, the period of prosperity in the twenties brought increased earnings 
and higher planes of living to workers. Years of depression in the early 
thirties and years of recovery in the middle thirties brought them more 
unemployment and greater leisure. 

Economic well-being is a problem of maldistribution, as well as one of 
insufficient production. Inadequate planes of living can result, not only 
from inefficient and wasteful methods of production, but also from glaring 
inequalities and inequities in distribution. Nevertheless, it does not 
follow that communism or absolute equality of wealth and income will 
promote prosperity. The equal division of the national income was 
suggested merely to obtain a theoretical average, per capita or per family, 
in order to test the adequacy of our national income to maintain what is 
regarded at any given time as a decent standard of living. 

Although the institution of private property has permitted the per- 
petuation of economic inequalities, it has acted also as a spur to increased 
productivity. Hash changes in distribution, which savor of confiscation, 
might result in so great a decrease in the national income that a lowering, 
rather than a raising, of standards of living might take place. The 
division of our national income and the problem of economic inequality 
will be discussed in the next chapter. Our present problem has been 
merely the productivity of labor and growth of our national income. 

Summary. — Economic wealth has materiality, utility, scarcity, and 
transferability. Wealth is the stock of economic commodities in exist- 
ence at a particular time. Income is the flow of commodities and 
services over a period of time. 
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True prosperity is the relative abundance of economic goods; it arises 
from production. False prosperity may be engendered by the destruc- 
tion of wealth and the restriction of production; artificial prosperity 
stems from rising prices and inflated values. It is socially desirable that 
prosperity be widely diffused throughout all groups in society and well 
stabilized over various periods of time. 

The basis of prosperity lies in a rich environment, which is not con- 
gested by a dense population. Prosperity is conditioned also by the 
state of the arts; it is stimulated by inventions and discoveries, particu- 
larly by improvements in industrial techniques. 

The chief reason for the great modern increase in production is power 
machinery. A new industrial revolution has been taking place in the 
United States within recent years. Its main features have been increased 
mechanization and specialization, mass production, soientiflc manage- 
ment, and industrial chemistry. 

The best measure of national prosperity is the real per capita income 
of a people. The national income of the United States has varied from 
periods of prosperity to those of depression. Despite these cyclical 
variations, the long-run or secular trend of our per capita real national 
income has been upward. The United States is relatively prosperous 
as compared with other and less fortunate countries. 

Production can be measured in physical units or in value units. The 
physical production of the United States has increased more rapidly than 
its population. Our expanding volume of production has become, 
relatively more industrial and relatively less agricultural. Productivity 
is rate of production; it is expressed in production per man-hour. Our 
productivity has increased even more rapidly than our production. The 
results are increased prosperity and leisure. 

America’s capacity to produce is still greater than its actual per- 
formance. Even so, the national income has been adequate to provide 
a minimum standard of living to all our people; it has not been large 
enough to furnish luxury and leisure for all. 

Questions for Discussion 

1. o. What do you understand by economic prosperity? 

h. Explain the significance of economic prosperity as a social ideal. 

2. a. Distinguish between wealth and welfare. 

h. Distinguish between wealth and income and define each. 

3. What evidence is there to show that the national wealth of the United States 
has been increasing? Indicate necessary refinements and qualifications. 

4. What factors make you skeptical and critical of aU estimates of the national 
wealth in monetary terms. 

5. What evidence is there to show that our national income has been increasing? 
Indicate necessary qualifications and refinements. 

6. What do you regard as the best measure of national prosperity. Why? 
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7. Distinguish real prosperity from false and artificial prosperity. 

S. What do you regard as the basic factors in an explanation of the prosperity of 
the. United States? Explain their significance. 

9. a. Wba,t do you understand by the new industrial revolution in the United 
States? 

b. Outline some of its most distinctive and important features. 

c. Compare with old industrial revolution in England. 

10. Why is the business cycle a serious labor problem? 

11. How would you determine the adequacy of the national income to afford a 
decent standard of living for all families? Ultat are the general conclusions and 
implications? 

12. Can there be war prosperity? If so, how? If not, why not? 

* 

Topics for Investigation 

1. National wealth or income of the United States and some other important 
nations before and after the First World War. 

2. National wSalth and income of the United States before and after the depres- 
sion of 1929 to 1933. 

3. National wealth and income of belligerent nations on the eve of the Second 
World War. 

4. Methods used by the National Bureau of Economic Research in its studies of 
the national income and its distribution. 

5. Unused plant capacity in American industry. 

6. Increase in industrial productivity. 

7. Industrial production during depression and recovery. 

8. Agricultural surpluses: origin and disposition. 

9. War prosperity and inflation. 

10. Prosperity reserve for postwar readjustment of industry. 
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CHAPTER VI 


the ideal of equality of opportunity and the facts 
OF economic inequality 

DIVISION OF NATIONAL WEALTH AND DISTRIBUTION OF 
, NATIONAL INCOME 

1. Platitudes and Realities. — “We hold these truths to be self- 
evident, that all men are created equal,” wrote Thomas Jefferson, author 
of the Declaration of Independence. Nevertheless, he was the owner of 
Negro slaves and far richer in worldly goods and intellectual attainments 
than most men of his time. In order to describe contemporar}'^ life more 
correctly, he should have qualified his statement somewhat as follows. 
“Limited political progress toward the ideal of equality before the law 
seems to have been made by some sane, free, adult, male, white citizens 
possessed of certain property rights.” In short, all men were not bom 
equal then; and they are not bom equal today, despite sweeping generali- 
ties of many prominent statesmen. 

2. Types of Inequality. — Inequalities may be divided into those which 
are biologic or inherent and those which are social or acquired. From a 
biologic point of view, no two individuals are born ahke, for variation 
is the law of nature. Physical characteiistics, such as color of sHn, eyes, 
and hair, size and shape of features, strength and agility of muscles, 
clearness of sight and hearing, and soundness of vital organs, differ icQin 
individual to individual. Although the measurement of intelligence is in 
its infancy, it is obvious that all individuals vary as to kind and degree 
of inherent mental ability. Although care of health and cultivation of 
mind can do wonders, nature gives us all different starting points for the 
race of life. Although it is possible to improve the physical stock of the 
race through the gradual elimination of degenerate strains, it is alike 
impossible and undesirable to eradicate biological differences among 
peoples and inherent inequalities among individuals. 

Inequalities acquired from the social environment or the economic 
order can be reduced; in this way progress is made toward equality of' 
opportunity. Thus the abolition of taxation without representation 
and the development of universal suffrage made for political progress 
toward fewer inequalities in governmental rights and privileges. The 
transition from status to freedom of contract, as illustrated by the gradual 
change from serfdom to free peasantry in Europe and the sudden abolition 

107 



108 


SOCIAL ASPECTS OF INDUSTRY 


of Negro slavery in America, reduced social inequality. The develop- 
ment of our public-school system and the increased proportion of boys 
and girls going through high school illustrate the modem advance 
toward greater equality of opportunity in education. 

In recent years the forces of social unrest have concentrated on eco- 
nomic inequalities, represented by contrasts in industrial opportunity 
or in control of private property and by glaring differences in the owner- 
ship of wealth or in the enjoyment of income. 

3. Antiquity of Economic Inequality. — Concentration of wealth has 
been common to different countries and to various ages in the world’s 
history. An interesting comparison might be drawn between American 
conditions toward the close of the nineteenth century and those of 
Eng la nd a century earlier. In both cases, great fortunes were founded 
by the establishment of large industries at home and by the extension of 
commerce and investment abroad. But in spite of the increased national 
prosperity, achieved by increased production and wider markets, great 
economic inequalities, wdespread social distress, and glaring poverty 
continued in both coimtries throughout these periods of expanding 
national prosperity. 

Economic inequality, indeed, is older than modem industrialism, as 
illustrated by England and the United States. It characterized the 
advent of capitalism during the transition from medieval to modem 
times. The discovery of the Americas was followed by the conquest of 
peoples, as well as of continents. Spanish conquistadores and English 
merchant princes made huge fortimes while Indians were exterminated, 
Negroes were enslaved, and masses of whites were exploited in Europe 
or indentured for service in the American colonies. 

The student of history will find that economic inequality even ante- 
dates capitalism. Medieval society was characterized by the social 
inequalities of feudalism and serfdom; there were numerous peasants’ 
revolts against intolerable living and working conditions. Ancient 
civilizations, including “the glory that was Greece and the grandeur 
that was Rome,’’ rested on an extensive system of slavery and the 
exploitation of the masses by the classes. 

Striking comparisons have been drawn between modem America 
and ancient Rome. Economic expansion in both cases was accompanied 
by increasing inequalities in wealth. Individual poverty likewise per- 
sisted in spite of the growing national pi’osperity. Although such 
comparisons are interesting, they are not scientific; history never repeats 
itself in exactly the same way. Nevertheless, these analogies give 
historical perspective to the persistent problem of economic inequality. 

The story of civilization is a painful record of the slow accumulation 
of national wealth by the labor of the many, accompanied by a concentra- 
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tion of control in the hands of the few. Man’s inhumanity towafd man 
is older than any written records. However, it is probably less now 
than ever before. On the other hand, tins evidence of progress should 
not lull us into a passive acceptance of e.^isting exploitation and inequal- 
ity, for they are less understandable in an age of enlightenment than in 
one of ignorance; they are less excusable in a surplus economy of plenty 
than in a deficit economy of want. 

4. Persistence of Economic Inequality. — Economic inequality may 
be regarded as natural in ancient societies, permeated by a caste system 
or undermined by the institution of slavery. But the change from status 
to freedom qf contract has not eliminated glaring economic inequalities. 
Indeed, the development of modem capitalism and industrialism has 
created new fortunes from commerce and manufacture. 

Business executives and captains of industry have dominated our 
pecuniary civilization as did barons and landlords their earlier agrarian 
cultures. Hence it has been contended that ancient aristocracy lias 
merely been replaced by modern oligarchy or plutocracy, a military 
feudalism by a financial feudalism, and absentee landlordism by absentee 
capitalism. 

The economic development of new countries has been characterized 
by dollar diplomacy and by the creation of huge fortunes from the ruth- 
less exploitation of their natui'al resources. Industrialization has been 
featured, likewise, by the emergence of railroad magnates, packing 
princes, beer barons, and match kings. 

The exploitation of the United States under a system of individual 
enterprise and a philosophy of laissez faire has been rapid but wasteful 
of both natural and human resources. It converted a virgin continent 
into an industrial empire, but all the children of all the people have not 
shared equally in their rich natural legacy. Our subsequent analysis 
of the ownership of the national wealth and the distribution of the 
national income of the United States will show that great economic 
inequalities have existed in this democratic country. 

6. Forces Making for Economic Inequality. — The capable student 
can easily discover for himself numerous specific causes of economic 
inequality and of the concentration of wealth into huge private fortunes. 
Among them would appear generous governmental subsidies to railroads 
and the capitalization of exclusive franchise rights previously given 
public-service corporations. It should be remembered, however, that’ 
railroads and other public utilities were at first regarded as highly specu- 
lative ventures. New industries, if successful, are the sources of great 
profits and large fortunes. The earlier development of the railroads 
and other utilitidfe has been followed by the later development of the 
airplane, automobile, telephone, radio, and motion-picture industries. 
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Perhaps our dynamic and individualistic economy requires the incentive 
of large and immediate profits to attract capital and enterprise into new 
and risky ventures. 

Another source of great fortunes lies in our rapidly increasing land 
values, particularly in growing cities. The essential elements of success 
here have been sagacity and patience, rather than inventive genius 
or arduous productive effort. This source of huge fortunes can be 
illustrated by the early purchase and the long-continued holding of 
land on and about Manhattan Island by John Jacob Astor and his 
descendants. 

Wars represent another source of private profit and economic inequal- 
ity. Fortunes have been made from the possession or acquisition of 
certain commodities essential for military or civil consumption. Wars 
are generally accompanied by inflation; rising prices make possible 
profiteering by a few, while the great majority suffer from higher costs 
of living. 

Speculation in commodity markets or stock exchanges has created 
large fortunes for a few successful individuals who have been peculiarly 
shrewd or fortunate. Sometimes they have resulted from such unsocial 
practices as cornering the market or manipulating prices. Huge profits 
have been made also by financial promotion, often of sound enterprises 
in which control has been secured, but occasionally by underwriting 
questionable ventures which have been unloaded on the gullible public. 
The United States does not permit a national lottery, but Wall Street 
has been a fairly acceptable substitute. A few high prizes divert atten- 
tion from the numerous blanks. 

Industrial combinations have increased economic inequality. These 
monopolies have represented both the economic benefits of large-scale 
production and the pecuniary advantages of combinations in restraint 
of trade. The development of the trusts in the closing decades of the 
past century and the opening years of the present century resulted in 
the creation of huge fortunes in oil, steel, tobacco, al umi num, and 
numerous other commodities. 

The development of trustee devices has maintained the grip of the 
“dead hand” and continued from generation to generation some of 
these large fortunes. 

6. Forces Reducing Economic Inequality. — A list of forces makin g 
for less economic inequality would comprise all those influences which 
tend to restrict or to negate.the causes of concentration in the ownership 
of wealth, just described. Among them would be the more effective 
regulation of all large corporations, industrial combinations, and public 
utilities; better supervision of security issues and of speculation in them; 
the elimination of wars, inflation, and the dizzy dance of the dollar; the 
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social absorption through taxation of the “unearned” increments from 
naturally or socially created land values; and the public conserv^ation of 
natural resources. 

The general acceptance of the concept of private property as a public 
trust, the development of profit-sharing schemes and labor copartnership, 
the promotion of thrift, saving and cooperation, the spread of effective 
but responsible collective bargaining, and any practices strengthening 
the eeonomicallj’’ weaker elements in the community tend to lessen 
economic inequality and to check the concentration of wealth. The 
extension of social insurance programs from workmen’s compensation to 
old-age pensions and unemployment insurance, as provided in the Social 
Securhy Act of 1935, will lessen industrial insecurity. The further 
decrease of child labor and the continued increase of educational oppor- 
tunity for all yoring persons would make for greater industrial and social 
democracy. 

Taxation plays an important part in the reduction of economic 
inequality. The principle of progression now bears heavily on large 
incomes. Confiscatory death duties on huge fortunes dissipate them 
after several generations. 

Any such list of forces is neither final nor complete. The student 
should use it merely as a point of departure for his own independent 
thinking. 

7. Economic Effects of Economic Inequality. — There are many 
reasons why less inequality of income is desirable. They may be classi- 
fied arbitrarily, but conveniently, as economic, social, political, and 
philosophical arguments; this order will be followed in the present 
disciission. 

Production is determined by effective demand, not by potential 
desire. Economic demand may be defined as a desire which is accom- 
panied by sufficient purchasing power to make itself felt. Only if 
incomes were evenly distributed throughout society could it truthfully 
be said that production is determined by the wants of all consumers. 
Under the present regime, glaring economic inequalities make it profitable 
for producers to satisfy the slightest whim of the wealthy and to ignore 
the pressing needs of the poor. 

Demand, rather than desire, determines not only the character of 
production, but also the channels of exchange. Thus, during a great 
famine in China, that country exported eggs to America. The human 
need for food was greater in China, but the economic demand was 
greater in the United States because of its larger purchasing power. 
Similarly, generations ago famine-stricken Ireland exported grain to more 
prosperous England, in response to market demand instead of social 
need. 
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Among various economic groups within a nation, a similar situation 
exists. The rich consume delicacies while the poor lack the necessities 
of life. Pleasure yachts may be produced at a time when there is a 
serious housing shortage. Thus the quantitative distribution of the 
national income determines the qualitative character of production. 

Many individuals who are not socialists accept their economic ideal 
of the production of necessities for all before luxuries for a few. Although 
this ideal requires the reduction of economic inequality, it does not 
necessitate complete economic equality or the collective ownership of 
the instruments of production. It is socialistic, but it is not socialism. 

The principle of diminishing utility states that the enjoyment derived 
from the consumption of a particular economic good declines after a 
certain point has been reached in the consumption of increasing units of 
that good. The small boy eating hot cakes may seem to have unlimited 
capacity, but sooner or later the point of diminishing utility is passed. 
Likewise, an additional automobile has less want-satisfying power to its 
owner than the first. 

The wasteful operation of the principle of diminishing utility is 
mitigated to some extent by the great variety of economic goods which 
we now enjoy. When the utility of more clothes or another automobile 
becomes small, the wealthy individual can spend his income in other ways. 
Nevertheless, the dollar of the poor man will go for goods representing 
more utilities to him than the expenditure of the dollar of the rich man, 
whose most pressing needs have already been met. Hence a less unequal 
distribution of purchasing power would result in an increase in consump- 
tion utilities, even Avithout an increase in the national income. 

Expensive changes in fashion might be reduced, if the income of all 
consumers were more nearly equal. The demand for necessities is 
relatively stable. It can be anticipated with a smaller margin of error 
than can the demand for luxuries. Hence this change in the character 
of our real national income would lessen some of the wastes of our present 
individualistic economy. 

Economic inequality is charged not only with misdirection of pro- 
duction, but also with overinvestment and underconsumption. Hence 
it is viewed as an important causal factor in business depressions and the 
wide swings of the business cycle. 

8. Other Effects of Economic Inequality. — Great differences in income 
are productive of social instability as well as economic waste. Inade- 
quate wages cause subnormal planes of living, while swollen profits per- 
mit luxurious leisure. Poverty and riches existing side by side have 
always been a fruitful cause of social unrest. The palaces at Versailles 
were erected by peasants who lived in huts. Even in democratic America, 
nearly every large city has had exclusive residential areas in its suburbs 
but crowded tenements in its slums. 
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Economic inequality results in social stratification and the formation 
of noncompeting economic groups. Status represents a condition fixed 
by birth, as compared with freedom to choose one’s own occupation. 
Although slavery, a caste system, and inherited titles do not exist in 
modern America, the inheritance of large fortunes permits the persist- 
ence of economic and social classes; it prevents complete equality of 
opportunity. 

Economic inequality may have serious political effects. Large for- 
tunes may result in the corruption of governmental machinery and in the 
exercise of an undue influence on public officials. The open or secret 
miscarriage “of justice may result. A great national income and its 
flagrantly unequal distribution may convert a democracy into a plutoc- 
racy. Such was the evolution of ancient Rome. 

fll fares the land, to hastening ills a prey. 

Where wealth accumulates and men decay. 

There are also ethical objections to inequality of income. On the 
basis of abstract justice, why should one individual receive an enormous 
income, but another a pitifully small onef This question assumes, of 
course, that both individuals are economic producers and that each 
produces according to his ability and opportunity. 

Communists have adopted the slogan, “from each according to his 
ability, and to each according to his need.” Such an idealistic analysis 
of production and distribution is beset with certain practical difficulties. 
If one’s income were to depend on the size of his family, there would be a 
financial incentive for the biologic reproduction of children, instead of an 
economic stimulus for the production and conservation of goods with 
which to maintain one's self and his family. Professor Carver^ points 
out the danger of this “spawning process” under communism; he extols 
the virtues of thrift and industry, as developed under our capitalistic 
system. 

Finally, the student of social problems must always keep in mind 
that neither one’s environment nor his heredity is of his own making. 
Prince and peasant have merely been dropped into different social 
settings. The fact that one individual is born with an excellent physical 
constitution or with exceptional mental ability, whereas another indi- 
vidual is born with some serious physical defect or even with feeble- 
mindedness is no merit or fault of his own. This is as true of one’s social 
heritage in property and position as it is true of his physical heredity in 
body and mind. Curiously enough, however, many people are proudest 
of those personal characteristics for the possession of which they them- 
selves are least responsible, for which they are chiefly indebted to their 
parents and more remote ancestors. Society should not reward children 

' Cabvsb, T. N., “Eaaays in Social Justice.” 
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financially for their wise choice of good parents any more than it should 
reward parents financially for their propagation of numerous children. 

9. Conspicuous Consumption. — ^It has been contended that the 
manner of consumption of one’s income is as important as its size and 
source. It is apparent that some large fortunes have been squandered 
and dissipated, while others have been put to good use. 

Imitation is a powerful and pervasive social influence. Each social 
group looks longingly at the standard of living of the next higher income 
group. The masses tend to follow the classes in fads and fashions, so 
far as their smaller expenditures permit. 

The standards of consumption which are indulged in by <the so-called 
“social set” are often wasteful and offensive. The central purpose 
may be the mere display of idleness and wealth with the consequent 
implication of social superiority. Economic success, demonstrated by 
ostentatious consumption, now gratifies the same human instincts of 
self-assertion formerly satisfied by military success on the battlefield. 
Triumphs and trophies may take different form, but they continue to be 
displayed conspicuously by the victorious or successful groups. 

This situation has been described by Veblen' as the “conspicuous 
consumption of the leisure class.” Its origin lay in the fact that con- 
quered peoples were enslaved and forced to work, whereas the conquerors 
lived in leisure. Even today, the possession of a particular commodity 
or the consumption of a certain service may be sought, not because of 
its intrinsic utility to the individual consumer, but because of the social 
prestige which is attached to it and reflected from it. A successful indi- 
vidual may like a small automobile and may enjoy driving it himself, but 
the possession of an expensive limousine and the employment of a smartly 
appareled chauffeur are blatant manifestations of individual success and 
conspicuous evidence of social superiority. Going to the opera cannot 
gratify a love of music and drama if it does not exist in the operagoer, 
but it does afford an excellent opportunity to display beautiful clothing 
and expensive jewelry. Many American executives have loved the game 
of business; some have preferred to “die in harness” rather than to “rot 
in leisure.” Their wives, however, have carried on the traditions of the 
leisure class, demonstrating the fiimncial success of their husbands in 
conspicuous idleness and in competitive consumption on their persona 
and in their homes. 

The elaborate social functions of certain exclusive clubs and social 
sets still recall the conspicuous consumption of ancient Roman banquets. 
In the background of each picture is the sinister shadow of the under- 
privileged masses. The close relation of economic inequality and 
conspicuous consumption to social unrest can be seen in such mass 
' Veblbn, Thorstbin, “Tlieory of the Leisure Class.” 
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movements as avenging crowds in the streets of Paris during the French 
Revolution and overwhelming majorities at the polls in the American 
New Deal. In both illustrations the attack by forgotten men was 
directed against real or fancied “princes of privilege,” in the one case by 
violent revolution and in the other case by orderly evolution. 

10. Private Fortunes as Public Trusts. — Andrew Carnegie* expressed 
by word anH deed his ideal of individual fortunes as public trusts. His 
own life was simple and his tastes were frugal. He returned to society a 
large portion of his income in numerous bequests for civic purposes. His 
legacy in the form of public libraries is scattered in cities and towns all 
over the United States. John D. Rockefeller also made millions, but 
likewise gave away millions. Public health and education projects all 
over the world received his rich and wise benefactions. 

Private fortunes as public trusts represent collective consumption 
on individual initiative. It is difficult to overemphasise the social 
value of such wise donations. Society might not have provided these 
services through collective action, just as the individual enterprisers 
might not have produced satisfactory commodities without the lure of 
private profits. 

Such a policy, however, has been criticized as undemocratic in spite 
of its generous motive and wise purpose. As it represents private 
p hilanthr opy instead of public expenditure, it has been stigmatized as 
benevolent despotism or capitalistic feudalism. Such civic donations 
divert attention from the unsocial origins of some large fortunes. All 
consumers have paid the bills in the purchases of the products of the 
rich donor, but they have not been permitted to say how the profits 
should be spent. Such have been the ciiticisms of rich men’s philan- 
thropy and the indictment of large fortunes as public trusts. 

11. Survival of the Fittest — a False Analogy. — It is sometimes alleged 
that economic competition affords an analogy with the biological struggle 
for existence. It is further assumed that the force of natural selection 
results in the survival of the fittest in business and the elimination of the 
unfit, or, rather, their relegation to the poverty group. Such an analogy 
is incorrect and misleading. In the first place “survival of the fittest” 
is a rather meaningless expression, because the fittest are merely those 
most in harmony with their environment. The fittest are not necessarily 
the best, e.g., a frog rather than a horse in a marshy environment, a 
sinner rather than a saint in competition with unscrupulous rivals. 

In the second place, the biological struggle for existence is natural, 
and each individual or species tends to survive or perish according to the 
presence or absence of favorable traits. But social evolution has pro- 
duced customs and laws which may be meritorious but which interfere 

1 Cabnbgib, Andbew, “Gospel of Wealth.” 
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with the operation of the principle of natural selection. Inheritance 
laws and the institution of private property place barriers between many 
people and a ruthless struggle for existence. Some individuals may 
be supported in luxury and leisure who are unwilling to earn, or incap- 
able of earning, their own living. Other individuals, however, enter the 
economic struggle with handicaps represented by the burden of poverty 
and lack of education. The economic struggle is neither natural nor 
equal. 

Because of the existence of numerous fortuitous circumstances, the 
assumption of superiority on the part of a successful business man is 
not always justifiable. He may have been fortunate rather than saga- 
cious. Again, individual ability should not be evaluated apart from social 
purpose. Mere cleverness of itself is not sufficient to achieve or to 
warrant success; it must be exerted in a productive fashion. Although 
economic society is competitive, the skill of the pickpocket or the strength 
of the highwayman is not rewarded but punished. Society has set up 
certain rules of the game and has attempted to eliminate some of the 
most predatory methods of achieving success, even in a highly com- 
petitive economy. 

At the present time, there are numerous neutral or socially undesir- 
able ways of making private profits. It is difficult in a dynamic society 
for the forces of social control to keep abreast of changing conditions 
and to express themselves immediately in an adequate fashion. It 
takes time to arouse public opinion and to crystallize it into effective 
legislation. In the meantime, clever individuals may create fortunes 
in economically unproductive and socially undesirable ways. Illustra- 
tions are monopoly profits, gambling on the stock exchange, and specula- 
tion in real estate values. Economic success does not always measure 
accurately economic productivity along socially desirable lines. 

12. Acquisition According to Productivity. — This notion was tersely 
stated by Captain John Smith of the Virginia colony when he said that 
only those gentlemen who worked should eat. In every primitive com- 
munity there is little bread of indolence for a leisure class, practicing 
idleness, vagrancy, and conspicuous consumption. But with the transi- 
tion from a deficit economy of scarcity to a surplus economy of plenty, a 
leisure class develops and questions of distributive justice arise. 

It is easy to say glibly “acquisition according to production,” but to 
determine economic productivity and to measure it accurately are not so 
easy. Types and degrees of social desirability are still harder to fashion. 

Society may well refrain from setting rigid limits to a man’s ability 
to acquire wealth. It is impossible to evaluate the social contribution 
of the discoverer of anaesthetics for surgical operations; it is difficult to 
measure the economic production of the inventor of the steam engine, the 
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telephone, or the radio. One would hesitate to restrict the rewards of 
such scientists and inventors who have contributed so much to human 
welfare and social progress. Indeed these individuals have rarely 
received pecuniary compensation commensurate with their social or 
economic contributions; their real rewards have come from social recog- 
nition and self satisfaction. The great fortunes represented by such 
discoveries and inventions have often gone to financial promoters 
instead of to the inventive geniuses themselves. In attempting an 
answer to the old and difficult question, “How much is a man worth?” 
we should strive to make his individual acquisition bear some relation- 
ship to his eeonomic production in a socially desirable activity. 

13. Equality of Opportunity. — Equality of opportunity expresses 
division of labor through biological differences in individual aptitudes. 
It seeks economic motivation through pecuniary rewards for personal 
performances instead of personal possessions. This ideal would permit 
each individual in society to develop to the limits of his inherent ability 
and to assume a position of responsibility according to his natural gifts, 
acquired training, and demonstrated accomplishments. 

Equality of opportunity would minimize social inequalities, which 
reflect fortunate or unfortunate economic environments rather than 
different native abilities. Every individual would start the race of life 
without competitive advantages or disadvantages except those inside 
himself; there would be few artificial handicaps. Unless individual 
initiative is to be killed, all participants should be permitted to progress 
according to the inherent powers with which nature has endowed them. 

A flat equality, which certain writers falsely interpret as democracy, 
would result in injustice. But injustice results now when positions of 
responsibility and high salary are filled by mediocre individuals, when 
men of superior ability are forced to remain in the lower economic 
groups because of a lack of education or of industrial opportunity. 
Gray’s famous “Elegy in a Country Churchyard” contains intimations 
of existing inequality of opportunity in its references to a “mute, inglori- 
ous Milton” and a “Cromwell guiltless of his country’s blood.” Its 
beautiful lines have been frequently quoted, but their revolutionary 
implications have been blissfully ignored. 

A truly democratic society must be selective. It must maintain a 
differentiated educational system in which the type of education depends 
on the ability of the student rather than on the income of his parents. 
As admission to the professions requires a long period of preliminary 
preparation, many promising children are now forced to leave school 
as soon as the law permits them to do so. Although a genius will triumph 
over all obstacles^ and rise out of blind-alley occupations, such widely 
advertised cases are relatively rare. Scant attention is paid to the more 
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numerous cases of individuals of no conspicuous ability who are kept in 
school indefinitely by their wealthy parents and who are later placed in 
lucrative positions. 

Equality of opportunity involves the removal of artificial obstacles, 
for it would compel every individual in society to stand on his own feet. 
It would frankly recognize biolo^cal differences by permitting each 
individual to find his own level in economic society. It would involve 
changes in individual attitudes and social institutions. Although the 
charges of confiscation and socialization have been made, some necessary 
modifications of, and limitations on, the institution of private property 
have already been made. The progressive income- and •inheritance- 
tax laws of today would have been considered revolutionary a century 
ago. 

Equality of opportunity recognizes the competitive character of 
modern economic society and the importance of individual acquisition 
as an economic stimulus. But it seeks to reward the individual’s own 
achievements more than those of his parents. It strives to correlate 
more closely individual acquisition with economic production. 

Although the pecuniary interest is powerful, it is by no means the 
only strong incentive. Socialists, for illustration, would substitute 
social esteem and popular recognition for the profits motive. Equality 
of opportunity, however, does not substitute the laurel wreath for the 
purse of gold as an economic stimulus, but it does seek to reduce the gains 
of imscrupulous cleverness and the advantages flowing from the mere 
accident of birth. 

14. Our National Prosperity Honeycombed with Economic Inequality 
and Industrial Insecurity. — The House of Plenty and the Hovel of Want 
have stood side by side in democratic America. Poverty has persisted in 
spite of the increased productivity of industry. Periods of prosperity 
have been succeeded by serious depressions as the business cycle has run 
its seemingly endless course. In short, American prosperity has been 
confined to particular groups and to limited periods. 

Money wages, and even real wages, have been higher in the United 
States than in most European countries. On the other hand, social 
insurance was accepted earlier abroad, where the worker enjoyed greater 
industrial security than in America. The lower wages of European 
workers were ameliorated considerably by their relatively greater indus- 
trial security, due to the wider and earlier prevalence of social insurance 
of various kinds. 

16. Industrial Unrest Caused by Economic Inequality and Industrial 
Insecurity. — A considerable amount of social unrest can be traced directly 
to economic inequalities among various groups of American society and 
to the industrial insecurity of our workers. 
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Conservative trade unionists accept capitalism and the wage S 3 'stem, 
but they strenuously attempt to raise wages by various weapons of collec- 
tive bargaining. Socialists and syndicalists, however, contend that 
extreme economic inequalities will always persist as long as our present 
capitalistic system endures. Consequently, they seek the elimination of 
capitalism, many socialists by evolution and parliamentary methods, and 
most syndicalists by revolution and violent action. 

In spite of the terrible experiences of the great depression following 
1929, conservative thinkers were pleading for a maintenance of “rugged 
individualism.” From the opposite extreme came a demand for the 
socializatiorf of industry and the elimination of economic inequalities. 
Between so-called “economic Bourbons” and extreme “radicals” were 
middle-of-the-path “liberals,” who hailed the New Deal as social progress 
toward decreased economic inequality and increased industrial security. 
They believed that capitalism should be reformed but not destroyed. 
They would retain individual enterprise and the institution of private 
property, but they would rigorously restrict the right of inheritance and 
vigorously apply the principle of progression in taxation. Heavy death 
duties on huge estates and steep surtaxes on large incomes would be 
scaled in such fashion as to reduce, but not to eliminate, economic 
inequalities. High and progressive taxes, therefore, were imposed to 
combat the depression and to relieve distress. Still heavier progressive 
taxes were necessitated by the Second World War. Unprecedented 
funds were painfully raised and promptly expended. As we shall now 
see, the former problem of economic inequality was greatly reduced by 
the successive catastrophes of domestic depression and foreign war. 

16. Unequal Division of Our National Wealth. — In studying eco- 
nomic inequality, or any other social problem, it is prudent to get the 
facts in the case. Generalizations must be supported by statistics. 
Let us, therefore, see how the great wealth and income of the United 
States have been divided among our people. 

One of the first comprehensive analyses of the division of the national 
wealth of the United States was made in 1910 by Dr. W. I. King.^ Efis 
conclusions were based on a survey of decedents’ estates over a period of 
years in Massachusetts and Wisconsin, which two states were fairly 
typical and had rather complete records. In a revision of these early 
estimates Dr. King® described as follows the division of wealth in the 
United States before the great depression of 1929 to 1932. 

The “rich,” owning $50,000 or more of wealth, 2 per cent of the people, own 
40 per cent of the total wealth of the country. 

* Kino, W. I., “The Wealth and Income of the People of the United States,” 1916. 

•King, W. I., “Wealth Distribution in Continental United States,” Journal of 
American SUUislioal Association, 1927. 
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The “middle class,” owning from $3,500 to $50,000 of wealth, 33 per cent of 
the people, own 45 per cent of the total wealth of the country. 

The “poor,” owning less than $3,500 of wealth, 65 per cent of the people, 
own 15 per cent of the wealth of the country. 

This unequal division of our national wealth is pictured in Chart 
20. It illustrates the problem of economic inequality before the great 
depression. 


A, Division or Population Acoobuino 
TO WSALTH in TJnITBD StATBS IN 1927 


B. Division or Wbaltb Accobdinq to 
Population in United States in 1927 



According to 1927 CBtimatec of Dr. King, 
rich group includes individuals owning $50,000 
or more wealth ; the middle class includes individ' 
uals owning from $3,500 to $50,000 of wealth; 
and the poor include those individuals owning 
less than $3,500 of wealth. 



Chabt 20. — Unequal division of national wealth of the United States. 


17. Distribution of National Income among Individuals. — The 
National Bureau of Economic Research carefully studied the distribution 
of the national income in 1918, a year of so-called “war prosperity.” 
The income-tax returns for that year were of invaluable assistance, but 
the investigators were forced to supplement this information by original 
research among those individuals whose wages were too small to necessi- 
tate the tiling of income-tax returns. 

In 1918, about 39 per cent of all individuals receiving incomes had 
annual incomes of less than $1,000; approximately 72 per cent of all 
individuals receiving income had less than $1,500; and about 86 per cent 
of all income receivers had less than $2,000 a year income. Finally, this 
86 per cent of aU income receivers absorbed only 60 per cent of the total 
national income, a disproportionately small share. 

On the other hand, the most prosperous 1 per cent of those receiving 
incomes were receiving 14 per cent of the national income, the most 
prosperous 5 per cent were receiving nearly 26 per cent, the most prosper- 
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ous 10 per cent were receiving nearly 35 per cent, and the most prosperous 
20 per cent of the total number of income receivers were receiving about 
47 per cent of the total national income, a disproportionately large share. 

This early study of income revealed in striking fashion the existence 
of glaring economic inequalities. These findings indicated that, while 
our national income was fairly large, it was divided among the people of 
the United States in a very unequal manner. They showed that the 
maintenance of comfortable standards of living has been a problem of 
maldistribution as well as one of insufiicient production. Individual 
prosperity and national welfare have been conditioned not only by the 
existence of»an adequate national income, but also by its more equitable 
distribution. 

The annual reports of the Treasiuy Department of the Federal Gov- 
ernment give information concerning incomes of those individuals and 
corporations making returns under the Federal income-tax law of each 
year. In 1928, a year of national prosperity just before the great 
depression, about 4 million individuals, out of a group of 50 million gain- 
fully employed persons, filed a tax return which was compulsory for 
married people receiviug over $3,500 a year and single people receiving 
more than $1,500. 

Within this relatively small group of individuals who filed income- 
tax retxirns for 1928, over a million, or about 25 per cent of the entire 
group, reported incomes under $2,000; almost 2 million, or almost 50 per 
cent, reported incomes under $3,000; and over 3 million, or over 75 per 
cent, reported incomes under $5,000. The total incomes reported by 
these three million individuals, constituting three-fourths of the total 
income-reporting group, constituted slightly less than one-third of the 
total amount of individual incomes reported. 

At the other extreme were 511 individuals, as compared with only 
152 in 1918, who reported an annual income for 1928 of $1,000,000 or 
over; almost 1,500 individuals, as compared with 521 in 1918, who 
reported an annual income of $500,000 or over; and about 16,000 iudi- 
viduals, as compared with 7,500 in 1918, who reported an annual income 
of $100,000 and over for 1928. From this fairly authoritative but limited 
information, it would appear that the problem of economic inequality in 
1928 was not less but more acute than in 1918. 

Chart 21 pictures by a Lorenz curve the disproportionate distribution 
of income among those individuals who reported under the Federal 
income-tax law for 1928. It will be found on page 122. 

A similar report of the Treasury Department for 1935 revealed the 
situation in the period of recovery after the great depression. Whereas 
for 1928 about 4 milli on individuals filed income-tax returns, for 1935 
over 4J^ milli on individuals did so. By 1935 exemptions had been 
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reduced for married persons from $3,500 to $2,500 and for single persons 
from $1,500 to $1,000. But even with this broadening of the base of 
income taxation, the number of individuals filing income-tax returns for 
1935 was still only about 10 per cent of all those gainfully employed. 

Within the still relatively amall group of individuals who filed income- 
tax returns for 1935, over 2 million, or about 45 per cent, reported incomes 
imder $2,000; over 3 million, or about 70 per cent, reported incomes under 
$3,000; and about 4 million, or almost 90 per cent, reported incomes 



Chabt 21. — Equal and actual dirisioD of the national income. 

A Loreni cur\*e b:tsed on figures of the Treasury Department for income tax returns made hyindiTid* 
Hals for the year 1928. The bulge from the strught diagonal indicates the disproportaonate dt8tribtt-> 
tion of mcomes, even among those individuals whoee incomes were sufficiently great to subject them to 
that tax. 

under $5,000. The total incomes reported by these 4 million individuals, 
constituting about 90 per cent of the entire group of individuals reporting 
income for 1935, constituted only 60 per cent of the total amount of all 
individual incomes reported in that year. The half million individiials 
who received $5,000 a year or over constituted the remaining 10 per cent 
of income-tax reporters; they received over 40 per cent of all income 
reported by individuals. 

In 1935, there were 41 individuals, instead of 511, as in 1928, who 
reported an annual income of $1,000,000 or over; 150 indi^dduals, instead 
of almost 1,500, who reported incomes of $500,000 or over; and slightly 
more than 2,600 indiAdduals, instead of almost 16,000, who reported 
annual incomes of $100,000 or more. The ravages of the great depression 
and the inroads of progressive taxation had cut down the number of 
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individuals in the higher inconae brackets in the years between 1928 and 
1935. Economic inequality had been reduced, but not eliminated. 

The outbreak of the Second World War stimulated a national defense 
program within the United States. Taxes of unprecedented magnitude 
were levied; an excess profits tax was imposed on industry; the corporate 
income-tax rate was raised; exemptions on individuals were lowered; 
normal income-tax rates and surtaxes on individual incomes were raised. 
In short, strenuous efforts were made to take the profits out of war, to 
prevent the creation of war fortunes, and to check tendencies toward 
inflation. How successful these efforts may be remains to be seen. It 
is clear, however, that these drastic tax measures did raise an enormous 
amount of revenue and took unprecedented shares of national, corporate, 
and individual incomes. They also exerted a great leveling influence 
on society by eliminating such glaring economic inequalities in the dis- 
tribution of the national income as existed in past years. 

18. Maldistribution of National Income among Families. — The 
problem of economic inequality is illustrated by the maldistribution of 
the national income among families, as well as among individuals. The 
National Resources Committee, in its report submitted to President 
Roosevelt in September, 1938, revealed that one-third of all American 
families and individual consumers had incomes of less than $780, and 
that two-thirds had incomes less than $1,450, in the fiscal year 1935-1936. 
Indeed, the average family income of the poorest third of the nation was 
found to be only $471. Nevertheless, 70 per cent of this submerged third 
of our people, so it was claimed, were not on relief during that year. 
At the other extreme of the economic scale was a small group, constituting 
between 2 and 3 per cent of all “consumer units," who received annual 
incomes of $5,000 or over. The group whose average family income for 
the fiscal year 1935-1936 ranged from $10,000 on up to the millions 
constituted less than 1 per cent of the population; nevertheless the com- 
bined income of its members represented over 13 per cent of the entire 
national income. The following quotation summarizes the most impor- 
tant findings of the National Resources Committee on the distribution 
of the national income among the family units in the United States. 

The 29,400,300 families in the population during 1935-1936 were by far the 
most important group of income-spending units, including nearly 91 per cent 
of the total body of consumers. 

The distribution of these 29 million families by income level is as follows: 
14 per cent of all families received less than $500 during the year studied; 42 per 
cent received less than $1,000, 65 per cent less than $1,500, and 87 per cent less 
than $2,500. 

Above the $2,500 level there were about 10 per cent with incomes up to 
$5,000, about 2 per cent receiving between $5,000 and $10,000, and only 1 per 
cent with incomes of $10,000 or more. 
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When the incomes of all families are added together the aggregate is approxi- 
mately $48,000,000,000. The shares of this total income going to the various 
income groups are as follows: 

The 42 per cent of families with incomes under $1,000 recaved less than 
16 per cent of the aggregate, while the 3 per cent with incomes of $5,000 or more 
received 21 per cent of the total. The incomes of the top 1 per cent accounted 
for a little more than 13 per cent of the aggregate.^ 

19. Unequal Diffusion of Property Incomes. — Small incomes consist 
chiefly of wages and salaries. Large incomes consist chiefly of incomes 
from property rights, such as rent, interest, and profits. Investigation 


1.22% PROPERTY INCOMES 


98.78% 

$2,000,000 and over 

2 94.46Sis 

id 

t5004X»- $1,000,000 

15.04% 84.98% 

$100,000 - $150,000 

30.16% 69.84% 

$20,000 - $40,000 

41.34% 58.66% 

$5,000 - $10,000 

59.71% 40.29% 

$3,000 - $5,000 

78.18% 81.82% 

$2,000 - $3,000 

82.06% 17.93% 

$1,009 - $2,000 


SERVICE INCOMES 


Chabt 22« — SoTirceB of income of varioua economic groups. {Adapted from 0. F, Boucke^ 
**Principlee of Economicef' vol, 2, p, 180.) 

Profeesor Boucke's table ie a condensation of the ratimates piven in '* Statietics of Income/’ publisbed 
in 1922 by the Commissioner of Internal Reyenue of the United States. Profeesor Bouoke has listed 
eeparately the percentages of profits, rentals, interest and investment income, and dividends in profits, 
all of which items have been combined in the above table to give the total percentage of tiie income 
which appears to be representative of property rather than service income. The figures are based on 
income received in 1920. 


has shown that the portion of the national income going to property is 
fairly large and also that it is concentrated in a relatively few hands. 

Chart 22 expresses the relative percentages of service and property 
sources of incomes of individuals in different economic groups. In 
descending the income groups, the percentage of the total income repre- 
sented by property becomes less and less until it is almost negligible. 
Service income constitutes almost the entire income within the lower 
economic groups. On the other hand, property income constitutes the 
chief source of income for those in the higher income groups. Although 
service income increases, as the income scale is ascended, its relative 

« 

‘National Resources Committee, “Consumer Incomes in the United States,” 
Report to President Roosevelt, 1938. 
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importance declines. Property income becomes absolutely and rela- 
tively more important. 

The general situation is probably more acute than that illustrated in 
this tabular chart, for these figures include only those individuals mnlfing 
income-tax returns. The poorer individuals not making income-tax 
returns are not in this picture; this excluded group probably owns a 
negligible amount of property. 

It seems safe to conclude that the chief source of most small incomes 
is service and that the chief source of most large incomes is property. A 
breakdo\\Ti of scaled incomes between property and service shares for 
more recen^ years woiold probably present a picture similar to that given 
in Chart 22 for earlier years, even though the distribution of the national 
income has altered considerably. 

20. Shares in Distribution. — Economists speak of the following four 
factors in production; land, labor, capital, and business enterprise. The 
share in distribution which goes to each of these factors is rent, wages, 
interest, and profits, respectively. Distribution is merely a valuation 
or pricing of the factors of production. The rate of return on each of 
these factors is determined by its relative demand and supply forces. 

In a new country, rents are low because the supply of land is abundant 
compared with that of labor and capital. In an older and more densely 
populated country, rent absorbs a greater portion of the national income. 
In any given time and place, the rent which a piece of land yields its 
owner is conditioned by the relative scarcity, desirability of location, 
and degree of fertility of that type of land. Such a statement may be a 
partial explanation of rent, but it does not justify it, for it assumes the 
existence of private property rights in land. 

The roundabout method of production is first to create capital or 
artificial producers’ goods and then to produce consumption goods with 
the aid of this capital. The industrial revolution increased the round- 
aboutness of production and intensified the importance of capital. The 
supply of capital depends both on industry or production and on thrift 
or abstinence. A choice must be made between present and future 
goods, and this choice is refiected each year in the ratio between capital 
goods and consumption goods in the national income. An individual 
may spend his income or he may invest it, directly or indirectly, in some 
productive enterprise. The interest rate depends on the relative demand 
for and supply of capital. The justification of interest payment, how- 
ever, again assumes individual ownership and saving of capital. 

Profits represent an uncertain and residual share in the process of 
distribution. They arise from a miiltiplicity of causes, such as changes 
in prices and fluctuations in demand. They originate in the capitalistic 
system of private enterprise and in the dynamic character of modem 
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methods of production. The justification of profits under our present 
economic system lies in the assumption of business responsibilities and 
financial risks by individual enterprisers and captains of industry. 

21. Earned and Unearned Income. — Attempts have been made to 
classify these shares in distribution as either earned or unearned incomes. 
Wages are paid to labor for human effort; hence they are regarded as 
earned income. Inasmuch as land is a natural good, rent has been 
attacked as an unearned income. In competitive profits there seem to 
be both earned and unearned elements. Monopoly profits, however, may 
be antisocial and contain an \meamed element. 

If capital is the result of saving, interest may be justified as earned 
income by those individuals who do the saving. Critics of the present 
economic system, however, argue that such is frequently not the case. 
Individuals who have inherited large fortunes may live luxuriously on 
the interest from their investments and practice little abstinence. On 
the other hand, low-wage groups practice great abstinence but receive 
little or no interest. 

Although some large fortunes originated from fortuitous circum- 
stances and unsocial practices, the founding of many small estates 
required labor and abstinence. Some individuals worked industriously 
and saved rigorously in order to accumulate the capital represented by 
stocks and bonds. Should society limit their right to enjoy the result of 
past labor and abstinence, and should it interfere with their right to 
bequeath this accumulated wealth to its owners’ children? Again, an 
individual may have invested his wages in land, the private ownership 
of which society has condoned, and even protected, for centuries. Should 
this income from land be called unearned, and should the government 
attempt to appropriate this rent or any portion of it? 

Such questions bring us face to face with economic theories of distribu- 
tion and with comprehensive programs of taxation, including inheritance 
taxes, progiessive income taxes, excess profits taxes, and the social absorp- 
tion of the unearned increment from rising land values. Our present aim, 
however, is merely to point out the importance of the distinction between 
property and service incomes and some practical difficulties involved 
therein. 

Although a sharp distinction between earned and unearned incomes 
is difficult to carry out in a system of taxation, a rough separation of 
property and service shares is common, practical, and desirable. The 
Federal income-tax law has granted a credit for earned income for service 
rendered; it has permitted the exemption of modest incomes, most of 
which represent wages received. The theory of ability to pay, carried 
out by the principle of progression, is now generally accepted in public 
finance. It taxes large incomes at higher rates than small incomes. 
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It taxes heavily and progressively unearned increments and inherited 
property. 

22. Former Trends of Shares of the National Income. — Having out- 
lined the four shares in distribution, let us see how great a portion of the 
national income goes to each. Our previous analysis of the distribution 
of the national income among individuals and families must now be 
supplemented by an analysis of the distribution of the national income 
among shares in distribution, each one representing a claimant in the 
form of its corresponding factor in production. 

The study of wealth and income by Dr. Eng* attempted to divide 
the national^come into four parts representing the four shares in dis- 
tribution, viz., rent, interest, profits, and wages. 

The rent element, representing the income to landowners, rose steadily 
in the years from 1850 to 1910. Its percentage of the total national 
income, however, was fairly constant and constituted somewhat less than 
10 per cent of the total. Although the rent share of the national income 
increased absolutely, it did not grow disproportionately. This study 
affords little proof of an asstuned tendency of rent to absorb a constantly 
increasing share of the total national income; such, at least, was not the 
case in the United States between 1850 and 1910. 

Interest or return on artificial capital increased in absolute amount, 
as did all shares. Its percentage of the total national income varied 
slightly during these sixty years; it ranged rouglily from 10 per cent to 
20 per cent of the total national income. The supply of capital increased 
enormously, but new demands for it were continuously experienced. 
Although interest rates varied from time to time and from place to place, 
the interest share of the total national income showed no long-run trend 
to decrease or to increase out of proportion to the other three shares. 

Profits varied more than any other single share and fluctuated from 
a low point of 20 per cent of the total national income to a high point 
of 40 per cent. Although increasing in absolute amount, its relative 
portion of the total declined. This study testified to the fluctuating 
character of profits and also to its downward trend in the United States 
between 1850 and 1910. 

Economists have regarded profits as the uncertain and residual share. 
In a relatively new country, greater incentives must be offered to attract 
capital and business enterprise. As the country matures, some of these 
uncertainties disappear. High profits are no longer necessary to induce 
business enterprise. Again, it would seem that rising prices are favorable 
to profits and falling prices unfavorable to profits. 

This investigation of wages was based on the decennial census reports 
and on the price studies of the U.S. Bureau of Labor. Wages were 

* Einq, W. I., “Wealth and Income of the People of the United States.” 
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discovered to have fluctuated from approximately 40 per cent of the total 
national income to about 55 per cent. The low level was in the first 
decade, i.e., from 1850 to 1860. In the second decade, from 1860 to 
1870, there was a rapid increase in the share of the national income which 
went to labor. In this period, wages jumped from less than 40 per cent 
of the total national income to approximately 50 per cent. From 1870 
to 1890, there was a slow but steady increase to the high plateau of this 
study, when wages constituted about 55 per cent of the total national 
income. From 1890 to 1900, however, was a period of recession in 
which wages dropped back to about 45 per cent of the total national 
income, from which level they again began to rise until ,they reached 
almost 50 per cent in 1910. 

Dr. TCing concluded that, for the entire period from 1850 to 1910, 
there was an increase of about 10 per cent of the total national income 
which went to labor. Wages therefore increased relatively as well as 
absolutely. Both per capita real wages and labor’s share of the total 
national income increased. Hence the lot of the workers improved 
rather than retrograded in this period of sixty years. 

23. Division of National Income between Property and Service 
Shares. — It was previously noted that the share of the national income 
going to property was unequally distributed and that a relatively large 
portion of it was concentrated in a very few hands. Now we are ready 
to raise the question as to how large is the property share as a whole; 
i.e., what percentage of the total national income do rent, interest, and 
profits combined absorb. 

The analysis of Dr. King of the four shares in the national income 
from 1850 to 1910 was given in the previous section. A combination of 
rent, interest, and profits shares represents a rough approximation of 
the total property income. During these sixty years it absorbed about 
half the national income, varying from 60 per cent in the decade from 
1850 to 1860 to 50 per cent in the next decade, to 45 per cent in the two 
decades from 1870 to 1890, the low point of the study, rising again in the 
next decade to about 55 per cent, but falling again to 50 per cent in 1910. 
As the total property share is the residuum of the total service share, the 
trends of property income are just the reverse of those of wages ^ven in 
the previous section. 

A later revision* of this earlier study by Dr. King of the division of the 
national income between property and service shares brought this story 
down to the great depression of 1929 to 1933. Apparently, the fairly even 
division which characterized the earlier years continued until the infla- 

‘ “Recent Social Trends,” vol. 1, p. 230. Computed by Edwin F. Gay and Leo 
Wolman from estimates given by W. 1. Kin g in “The National Income and Its Pur- 
chasing Power.” 
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tionary period of the First World War, during which the property share 
lost and the service share gained by between 5 and 10 per cent, after 
which another period of stability ensued. Section 25 of this chapter will 
continue through the great depression this survey of the division of the 
national income between property and service shares. 

Looking backward over almost a century it would appear that the 
national income has been divided fairly evenly (not necessarily equitably) 
between total property shares and total service shares. Moreover, this 
division has been fairly constant, i.e., subject to relatively few and slight 
changes. If these studies permit any generalization beyond the simple 
observation that the division of the national income between property 
and service shares has been fairly constant^and even, it is that total 
property income has grown absolutely but declined relatively and that 
total service income, at least for the period from 1860 to 1928, increased 
both absolutely and relatively. 

24. Uneven Division of Increased Product of New Industrial Revolu- 
tion. — In order to determine to what extent, if at all, labor was partici- 
pating in the recent increase in industrial productivity known as the new 
industrial revolution, let us consider the division between property and 
service shares, not of the total national income, but only of that portion 
of it created by industry. ..The following table contains this information. 


Percentage That Wages, Salaries, Overhead, and Return to Camtal Abb 
OP the Total Value Added bt Manupactures, 1899 to 1929* 


Year 

Wages 

Wages 

and 

salaries 

Overhead 
and return 
to capital 

Year 

Wages 

Wages 

and 

salaries 

Overhead 
and return 
to capital 

1899 

41.6 

49.5 

50.5 


44.7 

57.5 

42.5 


41.5 

50.6 

49.4 

1923 

42.6 

53.4 

46.6 


40.2 

51.2 

48.8 

1925 

40.0 

51.0 

49.0 

1914 

41.3 

54.1 

45.9 

1927 

39.3 

51.3 

48.7 

1919 

42.2 

53.8 

46.2 

1929 

37.2 

48.6 

51.4 


^"Recent Social Trends," vol. 1, p. 231. Computed by Edwin F. Gay and 1/eo Wolmozi irom 
U.S. Bureau of the Census. Census of Manufaoturea. 


According to this study, the percentage of total values created by 
manufactures which went to wages and salaries combined rose slowly 
from almost 50 per cent in 1899 to 54 per cent in 1914 and then rapidly 
to 57 per cent in 1921, whereas the residual percentage going to property 
in the form of overhead and return to capital decreased slowly from about 
50 per cent in 1899 to about 46 per cent in 1914 and then to about 43 per 
cent in 1921. In other words, the division between service and property 
shares of that portion of the national income created by manufactures 
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was somewhat similar to that division of the total national income. 
The same general tendency was in evidence between 1914 and 1921, viz., 
a relative gain to service shares and a relative loss to property shares. 

During the more recent years from 1921 to 1929, however, the opposite 
tendency was evident in the division of the national income produced by 
manufactures, although not in the division of the total national income. 
From 1921 to 1929, total service shares of the national income created by 
manufactures fell from 57.5 to 48.6 per cent, and the residual property 
shares increased from 42.5 to 51.4 per cent. In other words, while the 
division of the total national income between property and service shares 
had remained fairly constant between the minor depression, of 1921 and 
the major depression of 1929 to 1933, the division of that portion of the 
national income created by manufactures had not remained stable but 
had altered considerably. The percentage of industrial income going to 
service shares declined and the percentage going to property shares 
increased. Of course, not only the total national income but also that 
part of it created by manufactures had increased. The decline in the 
service share of that portion of the national income created by manu- 
factures was relative and not absolute. 

It will be remembered that the period from 1921 to 1929 was one of 
rapidly increasing industrial productivity. The following chapter will 
show that this period was also one of increasing wages — real wages as 
well as money wages. Nevertheless, it would seem that the portion of 
the national income created by manufactures which went to service 
shares declined relatively from 1921 to 1929. In short, it would appear 
that service shares were enjoying the gains of the new industrial revolu- 
tion, but not proportionately. On the other hand, property owners were 
absorbing relatively more of the enlarged national income resulting from 
increased industrial productivity. 

Finally, a considerable portion of the increased income of American 
industry was being plowed back in capital. 

It has been contended that the result was overinvestment in industry 
and undue expansion of plant capacity, instead of a wider enjoyment of 
more and varied consumers’ goods. Unprecedented increases in indus- 
trial productivity, as well as huge agricultural surpluses, could not be 
absorbed by domestic purchasing power in the form of service incomes. 
Wages had not increased proportionately; commensurate opportunity to 
consume was not developed. Consequently, economic inequality per- 
sisted and industrial unemployment increased, in spite of the great 
national prosperity before 1929. 

Labor’s failure to share proportionately in the increased industrial 
productivity between 1921 and 1929 has been suggested as a contributing 
factor to the great economic depression which followed. In spite of 
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increased real wages, workers in industry did not enjoy an increase 
proportionate to the increase in industrial output. 

26. Later Tendencies in Distribution of National Income. — Studies of 
the national income, begun by Dr. W. I. King, were continued by Dr. 
Simon Kuznets, also working for the National Bureau of Economic 
Research. Estimates for later years of the total income going for com- 
pensation of employees run somewhat higher and those going to property, 
plus entrepreneurial payments, run somewhat lower than those for the 
earlier years. Despite differences in computations, a similar stability 
in the division between service shares and property shares prevails.' 

The percentage of total national income going in all combined forms 
of employees’ compensation rose slightly from 68.3 per cent in 1919 to 
74 per cent in 1935. This increase, however, lay not in wages and 
salaries, for that share remained fairly constant and rose only from 67.6 
per cent in 1919 to 68.9 per cent in 1935,' the increase in the total service 
share lay chiefly in the relative increase in compensation for injuries, 
pensions, and relief, which share rose from 0!8 per cent in 1919 to 6.1 per 
cent in 1936. 

Although property shares as a whole remained fairly constant, their 
component elements varied considerably with changes in the business 
cycle. Dividends and interest payments, for example, showed divergent 
tendencies in some years. Dividends rose from a low level of 4.7 per cent 
of the total national income in 1920 to a high level of 7.8 per cent in 1930, 
falling thereafter to 4.5 per cent in 1933 and recovering to 5.1 per cent in 
1935. Interest payments rose from 5.1 per cent in 1920 to 10.8 per cent 
in 1932, falling thereafter to 7.9 per cent in 1936. Rents rose sharply 
from 4.5 per cent of the total national income in 1920 to 6.5 per cent in 
1922, and then slowly declined to only 2.2 per cent in 1934. 

26. Occupational Distribution of the National Income. — The division 
of the national income among various occupational groups is as signifi- 
cant as its distribution among different productive agents. Disparity 
between occupational groups may be as disturbing as economic inequali- 
ties among individuals and families. 

The U.S. Bureau of Foreign and Domestic Commerce apportioned 
the national income among the leading occupations of the nation. Of 
special importance are agriculture, manufacture, trade, and service. AH 
four of these occupations lost heavily during the great depression but 
gained in the ensuing years of recovery. 

The following table gives the respective percentages of the total 
national income produced by each of these occupations for several typical 
and recent years of prosperity, depression, and recovery. Contrasts in 

' Kttznets, Siuon, “National Income, 1919-1935,’' National Bureau of Economic 
Research, Bulletin 66. 
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their relative importance at a particular time and changes in their relative 
importance with swings of the business cycle are discernible. The great 
and growing importance of manufacture stands out in sharp contrast to 
the declining significance of agriculture. The percentages of the national 
income produced by agriculture and manufacture fluctuate widely; those 
of trade and service are comparatively steady through the various phases 
of the business cycle. 

Fbbcentages of National Income Produced by Particular Occupations^ 


Occupation 1929 1932 1934 1940 1941 


Agriculture 8.8 5.9 9.2 6.8 7.6 


Manufacture 23.8 14.2 20.2 26.0 29.2 

Trade 13.5 13.3 13.1 15.0 13.9 

Service 11.4 13.6 11.9 9.6 8.5 


> U.S. Bureau of Foreign and Domeatio Commercet Division of Economic Research. 

The following table shows the distribution of the national income by 
major industrial sources in current dollars. 

Distribution of National Income by Occupations* 

(In Billions of Current Dollars) 


Occupation 


Agriculture 

Mining 

Manufacturing 

Contract construction 

Transportation 

Power and gas 

Communications 1.0 

Trade 11.9 

Finance 10.1 

Government 6.4 

Service 8.3 

Miscellaneous 4.0 

Total 83.3 



^ U.S. Bureau of Foreign and Domestic Commerce. Division of Economic Research. 

The growing importance of government as business, in addition to 
the increasing control by government over business, is apparent. Gov- 
ernment’s share of the national income produced rose from $6.4 billion in 
1929 to $11.7 billion in 1941; both of these years were prosperous. 
Expressing this development in percentages instead of dollars, govern- 
ment’s share of national income produced rose from 8.4 per cent of the 
national income in 1929 to 17.3 per cent in 1934, to 13.2 per cent in 1940, 
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and 12.4 per cent in 1941. The percentage for 1934 is especially high 
because it includes relief figures. Public work was then relatively impor- 
tant and private work of less significance. The enhance of the United 
States into the Second World War increased still further the number of 
governmental employees, especially military employees, but also civil 
employees. The share of the national income going to the government 
rose suddenly and steeply to unprecedented amounts and ratios. 

27. Geographical Distribution of National Income wi thin the United 
States. — There may be maldistribution of income not only among people 
and occupations, but also between geographical areas of the same nation. 
Thus, some sections of the United States enjoy a relatively greater 
abundance of economic commodities and services than do other sections 
of that same vast nation (see Chart 23, page 134). 

In 1936, the greatest concentration of wealth was in the older New England . 
and Middle Atlantic divisions. Here one finds nearly 37.5% of aU the wealth 
of the United States. If to this region is added the East North Central division, 
we have an area east of the Mississippi River and north of the Mason and Dixon 
Line and the Ohio River covering about 17 % of the nation's area that contains 
about 48% of its population and approximately 60% of the national wealth. 
Elsewhere the share that each division has in the area is greater than its share in 
wealth. 

New York state alone has somewhat more than one-sixth of the nation’s 
wealth, exceeding in amount that of any of the geographic divisions of the country 
except the East North Central division. The state’s wealth is almost twice as 
great as that of its neighbor Pennsylvania, which comes next on the list. 

In 1936 there were two areas of relatively high wealth per capita. The first 
was the region east of the Mississippi River and north of the Mason and Dixon 
Line and the Ohio River, in which the three geographic divisions exceeded the 
average of the United States, and in which only two states failed to attain that 
average. Another area of high per capita wealth is found on the Pacific Coast 
and in the adjacent Mountain states. These two divisions exceeded the national 
average and among the eleven states comprised in the total only three fell below 
the national average. 

The greatest per capita wealth is found in Nevada, followed by Montana. 
These and the District of Columbia, which is third on the list, exceed New York, 
which with $3,885 has the largest per capita wealth of any eastern state. ^ 

Summary. — ^Prosperity should be stabilized and well distributed. 
Our American prosperity has been marred by grave business depressions 
and great economic inequalities. 

Inequality is both biologic or inherent and social or acquired. Human 
differences cannot be eliminated, even though eugenic progress is possible. 
Greater equality of opportunity, however, can be achieved by the reduc- 
tion of social maladjustments and economic inequality. 

‘ National Industrial Conference Board, Economic Record, Oct. 6, 1939, p. 125. 
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Ceabt 23. — Per capita wealth in the United Statee (by etatea, in 1936, in thouaanda of dollara). (Courtesy of the National Industrial 
Conference Board, from Conference Board Beonomie Record, Oct. 6, 1939.) 
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Inflation, wars, industrial consolidations, speculation, flnancial 
manipulation, monopoly, and rising land values are some speciflc causes 
of large fortunes. Their persistence has been fostered by unrestricted 
inheritance; trusteeship; delay in taxing large incomes, excess profits, 
and substantial estates at high and progressive rates; failure to absorb 
unearned increments from land and monopolies; and inability to regulate 
effectively trusts and public utilities. 

Economic inequality has serious effects. It prevents the production 
of necessities for all before the production of luxuries for the few. Hence 
it reduces the total utility enjoyed by American society as a whole in the 
consumptionaof its great national prosperity. Glaring economic inequal- 
ity permits the continuation of miserable living conditions of the masses 
and conspicuous consumption by the classes. The striking contrast 
between the poor and the rich has always been a cause of social unrest. 
It has been mitigated by the generous philanthropies of some wealthy 
individuals, who have regarded their private fortunes as public trusts. 

Individual success has frequently been interpreted as victory in the 
economic struggle for existence. But the possession of great wealth may 
be the result of family inheritance, rather than of personal achievement. 
Individual acquisition is not always an indication of economic production. 
Large fortunes may have originated in fortuitous circumstances, over 
which individuals themselves may have exerted little control. Indeed, 
some fortunes have been acquired by unsocial methods or by sharp 
practice. In contrast is the economic ideal of individual acquisition 
according to economic production. 

Equality of opportunity is not to be confused with economic equality. 
Equality of opportunity merely implies equal chance to become unequal, 
i.e., similar opportunities to all individuals to develop to the limits of 
their varying inherent abilities. Equality of opportunity does not 
decrease competition; it merely improves its character and eliminates 
artificial handicaps. 

The national wealth of the United States has been unequally divided. 
Before the great depression, the richest 2 per cent of our population owned 
40 per cent of the national wealth, whereas the poorest 65 per cent of our 
people owned only 15 per cent of the total wealth. 

The national income likewise has been unevenly distributed. In 
1935-1936, families with annual incomes under $1,000 made up 42 per 
cent of all families but received less than 16 per cent of the aggregate 
income, whereas families with annual incomes of $5,000 and over made up 
only 3 per cent of all families but received 21 per cent of the aggregate 
income. 

The national income has been imevenly distributed among different 
occupations and over various sections of our country. Agriculture has 
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received a disproportionately small share. There has been concentration 
of wealth in some New England, Middle Atlantic, North Central, and 
Far Western states. 

Economic inequality has been greatly reduced as the result of high, 
progressive taxes on incomes and estates, imposed during the administra- 
tion of President Franklin D. Roosevelt to finance national recovery and 
international security. 

Questions for Discussion 

1. What evidence do you have of the unequal division of the national wealth of 
the United States? 

2. What evidence do you have of the unequal distribution of our National income? 

3. Distinguish between property and service incomes. Do you regard the terms 
"unearned” and "earned” incomes as fair? Do they represent the same distinction 
as that between property and service incomes? 

4. a. Show how the national income has been divided between property and 
service shares. 

b. What tendencies, if any, have been evident? 

5. a. How were the gains of the new industrial revolution divided between 
property and service shares? 

b. What conclusions, if any, would you draw? 

6. Enumerate and illustrate different types of inequality. 

7. Distinguish between economic equality and equality of opportunity. 

8. Is individual acquisition proportionate to individual production? Why or 
why not? 

9. Outline some causes of economic inequality. 

10. Outline some forces which tend to reduce economic inequality. 

11. Indicate some important economic, social, and political effects of economic 
inequality. 

12. Does economic inequality seem to be increasing or decreasing? Cite evi- 
dence. Give reasons. 


Topics for Investigation 

1. Attempts to distinguish between earned and unearned income for purposes of 
taxation. 

2. Veblcn’s concept of conspicuous consumption and the leisure class. 

3. Analogy between natural selection in the struggle for existence and business 
success in economic competition. 

4. Origins of large fortunes. 

5. Taxation of estates and inheritances in the United States and abroad. 

6. Wars and millionaires. 

7. Growth of American cities and the unearned increment of land values. 

8. Effect of New Deal on economic inequality. 
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CHAPTER VII 

THEORIES OF WAGES AND THE COURSE OF REAL WAGES 


LABOR’S SHARE IN OUR NATIONAL PROSPERITY 

1. Nature of Labor. — ^Labor may be defined as human effort in produc- 
tion; i.e., the creation of utilities. As the term “labor” is confined to the 
economic activities of human bein^, the productive exertions of lower 
animals cannot be regarded as such. Beasts of burden should be classi- 
fied as capital. 

Play, no matter how strenuous, is not labor. The motive of play is 
recreation rather than production. VTien recreation and production are 
combined, the question becomes which motive is primary and which is 
secondary. Such an economic distinction is in agreement with the com- 
mon difference between the amatexir and the professional sportsman. 

Labor which is not monotonous, difficult, or prolonged can be more 
enjoyable than irksome. A normal individual relishes creative effort and 
useful occupation. Leisure gives recreation through change of occupation 
rather than through idleness. Long-continued inactivity is a depressing 
form of punishment, as all penologists well know. 

Paradise has often been pictured as a dehghtful place of prolonged 
idleness in a heavenly environment, where an inexhaustible and readily 
accessible supply of milk and honey permits the enjoyment of infinite 
leisure by its angelic inhabitants. Such was the concept of an exploited 
and poverty-stricken people, who dreamed of an entirely different con- 
dition of affairs from the one under which they lived. Modern thinkers, 
however, do not deplore labor but glorify it. They do not idly dream of 
the elimination of work, but strenuously seek for an improvement of 
working conditions. By the reduction of excessive hours of labor they 
aspire to an adequate amount of leisure, not for the few but for the many. 
By an increase of wages they seek the development of higher standards 
of living for the masses as well as the classes. The good life for all con- 
ditions of mankind is their ideal. 

2. Basic Distinctions. — If production is the creation of utilities, 
economic producers are individuals who create utilities. Such utilities 
may be those of form, time, place, possession, or service, as illustrated 
respectively by the labor of a carpenter, a canner, a locomotive en^eer, 
a store clerk, or a physician. 
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Productive labor, a redundant term, creates utility. Gainful employ- 
ment receives monetary remuneration. These two concepts are neither 
identical nor mutually exclusive. The labor of housewives is productive, 
for they create numerous important utilities; because they do not receive 
wages, these economic producers are not gainfully employed. On 
the other hand, soldiers engaged in destructive warfare are gainfully 
employed, but not economically productive. In most cases, however, 
productive labor is gainful employment. 

The distinction between productive labor and unproductive human 
effort is not the same as that between socially desirable and socially 
undesirable labor. The former distinction depends on the creation or 
noncreation of a utility — any utility to any consumer. The latter dis- 
tinction is a matter of ethics rather than of economics. It involves sub- 
jective, moral, or aesthetic judgment concerning the nature of a utility 
nnH its relationship to individual welfare and social well-being. 

Neither of these two distinctions coincides with that between legal 
and illegal labor. This distinction depends on the existence or nonexist- 
ence of a law, or a court decision. 

Not aU productive labor is socially desirable. Neither is aU socially 
undesirable labor illegal. Whisky may possess utility to one person 
but not to another. Its manufacture, therefore, is productive labor, 
because a utility is created. On the other hand, the manufacture of 
whisky may be regarded as socially undesirable, and legislation may be 
passed to prevent its distillation and sale. Similarly, the manufac- 
tiue of chewing gum, cigarettes, impotent patent medicines, or trashy 
novels may be viewed as socially xmdesirable, but it is neither illegal nor 
unproductive. 

The dignity of labor lies not in its rate of compensation, not in the 
amount of hardship involved or avoided, and not in the relative amount 
of social prestige attached to it. The true dignity of labor is to be found 
in its social desirability, difficult though it is to define and to measure that 
concept. The Founder of Christianity was a manual laborer, by trade a 
carpenter. Hence the poet sang: 

This is the gospel of labor, 

Ring it, ye bells of the kirk. 

The God of love came down from above 
To live with the men who work. 

3. Types of Labor and Nature of Labor Problems. — ^Just as land ih its 
economic sense includes all natural resources, so the labor supply includes 
all human workers, whether by brawn or by brain, as long as that human"'' 
effort is productive of utility. ^Ke^Stinction between wages and salaries 
is an arbitrary social distinction, not a real economic difference. “Sala- 
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ries” imply long-term payment for white-collar employment; “wages” 
mean short-term pasment for physical labor. 

Labor may be that of an independent enterprise or that exerted in the 
emplo 3 ment of another. Individuals who are working for themselves, 
whether as corner bootblacks or as heads of large concerns, are usually 
regarded as business enterprisers rather than as laborers. The term 
“labor” is generally used to refer to the employed group who receive 
wages, instead of those who seek profits on their own initiative and 
responsibility. 

Labor problems, then, concern those workers who are gainfully 
employed by captains of industry, who manage the productive enter- 
prises, who furnish the instruments of production and places of employ- 
ment, and who advance funds in the form of wages to the workers thus 
employed. A labor problem can hardly be said to exist when one is work- 
ing for himself and is able to determine his own conditions of labor and 
to modify them at will. Labor problems arise when one sells his serv- 
ices under certain conditions and for a definite price to someone else. 
The legal aspect of this situation is the contract, achieved by individual or 
collective bargai nin g. Its economic aspect is the wage system and the 
valuation process involved in wage determination. 

4. Labor Supply. — ^The total normal adult population of a nation 
constitutes its potential labor supply. There are two social groups within 

the population, however, who are not eco- 
nomic producers. On the one extreme are 
the social debtor groups, i.e., defectives, 
delinquents, and dependents, constituting, 
respectively, the incompetents, the crimi- 
nals, and the paupers in society. At the 
other extreme of the social scale are mem- 
bers of the so-called leisure class, who are 
exempt from productive labor by virtue 
of their ownership of enough wealth to 
yield an income sufficient to maintain 
them in idleness. 

A clever critic once said of contem- 
porary English society that it resembled a 
barrel of its own ale, dregs at the bottom 
and froth at the top, but thoroughly wholesome in the middle. This 
homely analogy is expressed graphically in Chart 24, which distinguishes 
producers from nonproducers. 

There are two groups of nonproducers to whom no stigma can be 
attached and of whom no criticism can be made. Children are potential 
or future producers, who should be in school instead of in gainful employ- 



CaABT 24. — Economic producers 
and nonproducers. 
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ment. Aged or disabled workers, wbo formerly were producers, are enti- 
tled to leisure with compensation; they are veterans of industry who have 
won an honorable discharge from the ranks of the gainfully employed. 

Finally, Chart 24 seeks also to illustrate the fact that not all economic 
producers are gainfully employed. Some consume in their own homes 
the utilities which they there produce. 

6. Occupational Groups among the Gainfully Employed. — ^The 1940 
census disclosed that out of our total population of over 131 million 
people, about 45 million persons, roughly one-third of the total, were gain- 
fully employed. Of these 45 million gainfully employed persons, over 11 
million, i.e., about one-fourth, were women. In addition to these 45 
million gainfully employed persons there were 4 million who were reported 
as out of work but looking for employment. 

The occupational distribution of the 45 million gainfully employed 
workers of the United States is ^ven in the following table. 

Occupational Distribution op Gainfully Employbd* 


Occupation 

Men 

Women 

Number 

Per^ 

centage 

Number 

Per- 

centage 

Professional and semiprofessional. . . . 

1,875,387 

5.51 

1,469,661 

13.9 

Farmers and farm managers 

4,991,716 

14.67 

151,899 

1.36 

Proprietors, managers and officials. . . 

3,325,767 

9.77 


3.8 

Clerical, sales and kindred 

4,360,648 

12.81 

3,156,982 

28.34 

Craftsmen, foremen and kindred. . . . 

4,949,132 

14.54 


0.96 

Operatives and kindred workers 

6,205,898 

18.24 

2,046,379 

18.37 

Domestic service 

142,231 

0.42 


17.68 

Protective services 

677,213 

1.99 

4,321 

0.04 

Service workers 

1,519,482 

4.47 

1,257,318 

11.29 

Farm laborers and foremen 

2,770,005 

8.14 


2.87 

Laborers except on farm or mine. . . . 

2,965,693 

8.72 

98,435 

0.88 

Other occupations 

244,7.34 

0.72 

133,985 

1.20 

Total with work 

Without work but looking for it 

34,027,905 

3,381,881 

100 

11,138,178 

944,588 

100 


* U.S. Census for 1940. 

The national family of workers, actual and potential, and their 
dependents has been pictured as follows.^ 


“In 1941, we were 30 milli on families and perhaps 10 million single persons 
living alone — ^total 133,000,000 persons.” 


Gainfully employed persons 50,000,000 

Unemployed (not on relief) 4,000,000 

Housewives 29,000,000 

Total potential workers 83,000,000 


‘ Chase, Stuabt, “An American Program of Plenty,” Personal Growth Leaflet 
153 of the National Education Association, based on “Goods for America,” Twentieth 
Century Fund. 
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Children under 14 31,000,000 

Students 14 to 25 9,000,000 

Old and disabled 10,000,000 

Total dependents 50,000,000 


Bt Occupations 


In factories 13,000,000 

On farms 10,000,000 

In trade 7,000,000 

In government 6,000,000 

In finance and services 4,000,000 

Construction industry S,000,000 

In all other occupations 8,000,000 


6. Noncompeting Labor Groups. — ^The gainfully employed portion of 
our population is as noncompetitive as it is nonhomogeneous. It is 
divided horizontally into various economic classes, as well as vertically 
into different occupations. 



Chast 25. — The social pyramid of noncompeting labor groups. 

Economists speak of the so-called “noncompeting” labor groups. 
There is unskilled labor at the base of the social pyramid and above it 
semiskilled labor. Next come skilled labor and clerical workers in this or 
in the reverse order; one group enjo3rs the prestige of white-collar status, 
the other enjoys better wages. Still higher is the group receiving 
substantial salaries; it includes business and professional men. At the 
apex of this social pyramid are those few individuals of superior capacity 
who are capable of planning and administering large undertakings 
(see Chart 25). 

This classification is merely suggestive; it is neither absolute nor 
rigid. In reality, there are many economic groups which overlap and 
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which merge into each other. Again, individuals are constantly moving 
up and down from one group to another. The romance of American 
history lies in the absence of social castes, despite the presence of economic 
classes. A rail splitter became President of the United States, and num- 
erous captains of industiy rose from the ranks. 

Labor, like land, is heterogeneous; there is a similar scarcity of the 
best type. Hence there is a human differential, or rent element in wages. 

This social stratification results from contrasting conditions in both 
heredity and environment. The composition of these noncompeting 
economic groups, representing different degrees of human capacity and 
economic scai;pity, reflects both biological and social differences. The 
masses in society are hewers of wood and drawers of water not because 
most of them are mentally incapable of doing something better; it is 
merely that they have never received the education or inspiration to do 
so. Mental and physical differences between individuals will always 
exist because of biological heredity and variation. Nevertheless, it 
cannot be assumed that the higher income groups constitute superior 
biological stock and the lower income groups represent inferior heredity. 

7. Supply of Labor and the Social Pyramid. — ^For an explanation of 
differences in wages, one must turn to relative conditions of supply and 
demand. The number of competent men for certain types of work is 
limited, either because of a scarcity of natural ability or because of a 
deficiency in acquired training. 

Population tends to grow from the bottom of the social pyramid, t.e., 
to increase most rapidly among the lowest economic groups. Progress in 
civilization is accompanied by a falling birth rate, as well as by a falling 
death rate. However, at any given time and place, striking contrasts in 
the birth rates of different economic groups can be observed. In general, 
the lower the plane of living, the higher the birth rate and the death rate. 
This social tendency is clearly demonstrated in the following study. 

Birth Rate According to Degree of Wealth in Different Sections op 

European Cities^ 

(Average Number of Annual Births per 1,000 Women from Fifteen to Fifty Years 

of Age) 



Number 
of years 

Very 

poor 

1 

Poor 

WeU 

o£E 

Very 

■well 

off 

Rich. 

Very 

rich 

Paris 

5 

108 


72 

65 

53 

34 

London 

5 

147 


mm 

107 

87 

63 

Berlin 

5 

157 

129 

114 

96 

63 

47 

Vienna. 

5 

200 

164 

155 

153 

107 

71 




> Bebtiluon, Quoted by Cbatterton-HiU, "Heredity and Selection in Sociology," p. 32B. 
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A similar tendency can be seen in our own country, where the low 
wage group consists largely of unskilled laborers. Their birth rate is 
higher and their plane of living lower than those of the more prosperous 
groups. According to Professor Carver,^ wages will tend to remain low 
in certain occupations as long as the workers in these groups continue 
to increase rapidly by large immigrations from either Europe or Heaven. 
The disparity in the birth rates of native- and foreign-born groups in our 
population was discussed in Chap. IV. 

Within the same labor groups there are apt to be slight differences in 
wages owing to the ■ immobility of labor. These differences may be 
explained also in terms of the greater hazards or irregularity of employ- 
ment in certain occupations, which must pay somewhat higher wages 
in order to attract workers from more desirable occupations within the 
same labor group. Again, social prestige may impel an individual to 
accept a “white-collar job” which pays less than a manual occupation 
within a- comparable economic group. 

8. Development of the Wage System. — In primitive economic society 
producer and consumer were identical; i.e., each producer consumed 
chiefly his own products; there was little specialization and there were few 
organized markets. Ancient and medieval societies were characterized 
by such forms of status as slavery and serfdom, in contrast to our modern 
institution of freedom of contract, which is essential to the wage system. 

Capitalism implies private property and individual enterprise instead 
of collective ownership and operation of the instruments of production. 
Competition and choice are involved; markets exist and exchange 
flourishes. Profit is the impersonal stimulus to, and price is the automatic 
regulator of, production. AH these factors, and more, are fundamental 
to the wage system, which developed with capitalism and is still insepa- 
rable from it. 

Industrialism, the most recent phase of capitalism, added the factors 
of power machinery and the factory system; it increased specialization 
and expanded world markets. As power machinery replaced the crafts- 
man and the factory system supplanted the domestic system, there came 
into existence a class of machine owners and a mass of machine operators. 
The workers lost ownership of their instruments of production and con- 
trol of their conditions of employment. The industrial revolution pro- 
duced a different economic cleavage and a new class consciousness. 
These factors have colored the modern wage system. 

9. Characteristics of the Wage System. — ^The term “wage system” 
is vague in use and diflicult of definition. It is possible, however, to 
describe some of its chief characteristics. Under the wage system the 
enterpriser determines the course of production and brings together the 

* Cabtdb, T. N., "Essays in Social Justice,” chap. 14. 
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various factors therein, accepting the financial responsibility, in part at 
least, for his economic venture. As production is roimdabout and in 
anticipation of demand, the enterpriser must own or borrow the capital, 
from which he maJses advances to the workers in the form of wages. 
Not only does he direct the economic process, but ako he advances wag^' 
to labor as its share of the final product. 

The enterpriser’s reward in the form of profits is relatively uncertain, 
although it may be large. The tendency of losses to balance profits is 
sometimes overlooked by labor leadera. The enterpriser is under con- 
stant pressure to meet price competition of the market. On the other 
hand, the worker also shares the risks of industry. Some of the risks of 
labor, such as unemployment, industrial accident, and dependent old age, 
will be treated in the following section of this work. 

Although the wage system involves ownership of the instruments of 
production by the capitalist class, it does not follow that the employee 
is completely dependent on the employer as to wages, hours, and con- 
ditions of work. Although the wages of some workers are inadequate to 
maintain decent standards of living for their families, the organization of 
labor has developed in response to its bargaining disadvantages. Again, 
the employer’s industrial power has been curtailed by the passage of 
fair-labor-standards laws. 

It is impossible in this survey of social problems of industry to discuss 
in detail particular wage theories or general theories of distribution. It 
is hoped that the reader has previously had a course in economic principles 
or, if not, that he will at this point betake himself to a general text on 
economic theory. In order that this chapter be thought-provoking, the 
student should try to square these factual findings with accepted eco- 
nomic reasoning. The actual course of real wages should be analyzed in 
the light of various wage theories, only a brief mention of which can be 
made here. 

10. Subsistence Theory of Wages, — One of the earliest theories of 
wages is that familiarly known as the ‘^subsistence theory,” or, sus thie 
socialists termed it, the “iron law of wages.” This theory is commonly 
ascribed to David Ricardo and the pessimists, whose gloomy forebodings 
made Thomas Carlyle term political economy the “dismal science.” 
The subsistence theory of wages was the conclusion of a ^llogism, the 
major premise of which was the law of diminishing returns from land and 
the minor premise of which was the'Malthusian principle of population. 
The niggardliness of nature, on the one hand, and the fecundity of man, 
on the other hand, were regarded as making it impossible for wages, in the 
long run, to rise above a mere subsistence level. As population increased, 
rents rose and profits fell. Hence the landlord benefited at the expense 
of the capitalist. Although money wages rose, so did food prices; real 
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wages therefore, tended to remain constant at a subsistence level. 
Whether the landlord profited at the expense of the manufacturer, or the 
reverse, it was black bread for the worker in either case. Such was the 
pessimistic view of the English classical school. 

The law of diminishing returns from land and the Malthusian theory 
of population are correct when stated with proper qualifications and as 
general tendencies. But there are other tendencies, such as progress in 
the arts, which cause an increase in the production of economic goods 
and a rise in standards of living, which is accompanied by a decrease in 
the birth rate. Rapid improvements in the arts of production since the 
days of Ricardo have probably oifset or deferred the sinister conse- 
quences of the principle of diTim'ui.cibing returns from land. The great 
abundance of natural resources in America and the relative scarcity of 
our population have made the Malthusian menace a rather remote one in 
this country. The exhaustion of free land and the absence of a frontier 
are relatively recent developments in the United States. 

The subsistence theory of wages has sometimes been interpreted to 
mean not a bare physical existence in the sense of just sufl&cient food to 
' keep the worker alive and to permit him to reproduce his kind, but as the 
current minimum standard of living. This qualification of a minimiun 
standard of living, however, makes the subsistence theory of wages an 
expansive concept and not a rigid one, as its critics supposed it to be. 
Just as higher wages make for higher standards of living, so rising stand- 
ards of living make for higher wages, either directly by refusal of sub- 
standard wages or indirectly by limitation of population. 

11. Wages-fund Theory. — ^The subsistence theory of wages was 
modified by Mill and his contemporaries into what has been termed the 
“wages-fund theory.” According to this concept, available working 
capital constitutes a somewhat rigid wages fund. The general rate of 
wages at any particular time and place was regarded as the ratio between 
capital and population. The wages-fund theory was later refined by 
substituting for capital only that part of it available for advances to labor, 
chiefly food, and by substituting for population only the gainfully 
employed portion of it. But such quahfications make the wages-fund 
theory a mere truism, which states only that th^ workers get what they 
get. If quahfied, it becomes meaningless; if uiiqualified, it is incorrect. 

Sharp criticisms were leveled against the wages-fund theory. It was 
denied that capital constitutes the sole demand for labor and that the 
relative amount of working capital determines wages. Henry George 
and Francis Walker repudiated the existence of a rigid wages fund and 
refused to believe that wages depended on the ratio between capital and 
labor. Instead, they contended that wages were determined by current 
income from production, rather than by the stock of capital in existence. 
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Caimes, a disciple of Mill and an advocate of the wages-fund theory, 
pointed out the heterogeneous character of the laboring population and 
the existence of many noncompeting groups. The supply and demand 
forces for each of these divergent groups are different. If this is true, 
then perhaps it is incorrect to speak Of a general wages fund, or even of a 
general rate of wages, except for members of the same labor group. 
Nevertheless, Cairnes was fixmly convinced of the existence of a wages 
fund, of the dependence of wages in general on the supply of available 
capital, and of the futility of any labor organization to increase wages 
except at the expense of some other group. 

12. Productivity Theories and Value Analysis. — ^The commonly 
accepted wage doctrine today is the marginal-productivity theory, or 
perhaps the specific-productivity theory. 

The marginal-productivity theory, in brief, contends that each worker 
will receive in wages an amount equal to the value of the marginal product 
of his labor group. This marginal product is determined by its supply 
and demand factors; it can be measured by the loss in production due to 
the withdrawal of one worker from a specific combination of land, labor, 
capital, and business enterprise. 

Any particular combination of factors in production is determined by 
the cost of each factor and by the price of the finished product. Plenti- 
ful factors will be cheap, and, consequehtly, they will be used abundantly, 
while scarce factors will be dear and sparingly used. The values of 
factors and products are determined simultaneously, and the values of 
commodities and services are determined similarly. There is an infinite 
series of margins, determined by an interdependent series of supply and 
demand forces, which determine also marginal uses and marginal products 
of the productive agents. 

The wages of workers, like the values of economic goods, are deter- 
mined by relative supply and demand forces. If the supply is great, 
relative to its demand, the marginal product of that type of labor will be 
little and wages will be low. If the reverse is true, the marginal product 
will be great and wages high. 

The answer to the problem of low wages, say some advocates of 
marginalism, is not a minimum-wage law, but the reduction of the supply 
of that type of labor which is cheap, relative to other types of labor, 
relative to other factors in production, and relative to its particular 
demand. Hence reliance is placed on lowered birth rate, restriction of 
immigration, or a program of free education, by means of which promising 
individuals in lower and more crowded economic groups are permitted 
to move up into the less congested and more remunerative occupations. 

13. Specific Productivity versus Marginal Productivity. — ^The specific- 
productivity theory is an imwarranted extension of the marginal-pro- 
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ductivity theory. It likewise makes distribution a valuation process of 
the factors in production; it also gives a supply-and-demand or a relative- 
scarcity explanation of wages in particular and of prices in general. But 
it asserts unwarranted claims of ability to isolate from the joint product 
of all factors in production the specific product of each one. The 
specific-productivity theory contends that each factor in production, 
e.g., labor, receives in distribution a share, viz., wages, which is equiv- 
alent to just what it produces. Therefore, the specific-productivity 
theory has been interpreted as a justification of the present economic 
system. 

The marginal-productivity theory cannot be regarded as a justifica- 
tion of the present system, because it does not claim that each factor gets 
just what it produces; nor does it profess to isolate the specific product 
of any one factor from the joint product of all factors in combination with 
each other. The joint product of many workers must pass through the 
hands of many employers and merchants before it is finally sold as a 
finished good. The cooperative, specialized, and indirect character of 
modern industry renders impossible the isolation of the specific product 
of labor. It also makes difficult the measurement of the marginal product 
of a given type of labor by the addition or subtraction of one unit of labor 
from a particular combination of factors in production. 

14. Criticism of Productivity Theories. — ^While economists have 
questioned the validity of the specific-productivity theory and the 
practicability of the marginal-productivity theory, labor leaders have 
indicted both. The specific-productivity theory has been regarded as an 
academic attempt to justify the present economic system. The marginal- 
productivity theory has been stigmatized as a commodity theory of wages 
which evaluates the labor of human beings in the same manner as that of 
a piece of machinery or a barrel of potatoes. Both productivity theories 
have been termed scarcity theories masquerading under different names. 
The proper economic beatitude is “Blessed is the scarce factor, for it will 
be abundantly rewarded,” not “Blessed is the industrious laborer, for 
his wage will be high.” 

How else can one attack the problem of wages, which is essentially a 
valuation problem, except with the supply and demand blades of the 
scissors of value? Moreover, the dislike of a given theory is no proof 
of its falsity. The calling of names does not dislodge one from a reason- 
able position well buttressed with true facts and tightly cemented by 
sound logic. 

On the other hand, economists may well question how far the force of 
competition has free play in the determination of the value of services 
as well as. of commodities. A strong association of employers and a 
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powerful labor union may be so monopolistic in character as to render the 
assumption of free competition a mere fiction. Under any circumstances 
one must consider the relative bargaining power of a labor group, in 
addition to its supply and demand forces. 

16. Bargaining Theory. — Political factors, as well as economic forces, 
must be appraised in wage determination. Supply and demand merely 
set general limits within which particular circumstances permit a rather 
wide play. The estimate of the laborer is a resultant of the utility of the 
reward and the disutility of the work; the estimate of the employer 
depends on the increase in the value of the good produced by labor in 
relation to the increased cost of production due to his employment. 
Between these upper and lower limits of seller and buyer, respectively, 
wages are determined by the relative bargaining power of the two parties 
to the wage contract. (See Chart 26 on page 150.) 

According to this theory, the employer’s estimate is an approximation 
of the marginal product of labor. It represents a maximum beyond 
which he cannot go. How much below this point he will go depends on 
the relative bargaining position of the two parties. The minimum level 
below which no wage can fall is either the physical level of subsistence or 
the social level of a minimum standard of decent living. 

The bargaining power of the two parties to the wage contract has not 
been equal but vastly different. Because of their inferior knowledge of 
the market, their lack of mobility, their inferior resources, and their lack 
of effective organization, most labor groups have been inferior in bargain- 
ing power to the employers. However, the passage of social legislation 
and the rapid growth of labor organizations have reduced markedly the 
former disparity in bargaining powers of the two groups. 

16. Reconciliation of Productivity and Bargaining Theories. — Critics 
of the marginal-productivity theory have pointed with the one hand to the 
great gains in the wages of strongly organized unions and with the other 
hand to the bare subsistence wages of unorganized groups. But such an 
appeal to the facts does not overthrow the marginal-productivity theory, 
for organized groups of workers may have secured their higher wages 
indirectly by an artificial restriction of their numbers through such devices 
as the closed shop, limitation of apprentices, and restriction of immigra- 
tion, rather than directly through superior bargaining power. 

Again, theories are mere statements of general tendencies, which may 
be opposed or frustrated by the operation of other forces. Thus wages 
are the resultant, not only of the relative supply and demand forces of a 
given type of labor, but also of its relative bargaining powers. In addi- 
tion, there is the omnipresent force of inertia, represented by the institu- 
tionalization of a given wage, which makes difficult, slow, and inexact any 
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adjustment to changes in either the economic factors of supply and 
demand or the political factor of bargaining power. 

If the workers are imorganized, ignorant, and immobile, whereas the 
employer is powerfully entrenched, the clever bargainer may succeed in 
paying that type of labor less than its marginal product. The employer 
himself may pocket as additional profits the difference between the 
marginal product and the actual wage. This has been the situation in 
certain “sweated” trades in which the subsistence wage has been a 
reality. 

On the other hand, if workers are well organized, they may be able to 
bargain so successfully that the employer will be forced tcf pay in wages 
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the full value of the marginal product of that type of labor. Again, the 
organized workers may be successful in raising their marginal product 
and hence their wages by a limitation of the supply of that type of labor. 

Perhaps it is safe to say that the marginal product merely fixes an 
upper limit to wages. It is obvious that an employer will let a man go 
rather than pay him more wages than the value of his marginal product. 
On the other hand, where workers are unorganized, an employer will be 
able to pay his employees as much less as they are willing to take. This 
“sweated” wage varies with each worker’s bargaining power. 

17. Idealistic and Realistic Theories. — Professor Hobson attempted 
to replace our pecuniary values of industry with what he termed a 
“human valuation.” He sought to express social costs, not monetary 
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expenses of production. He repudiated both productivity and bargain- 
ing theories. He contended that the minimum wage of labor should be 
a sum sufficient to maintain the laborer in working efficiency and to 
permit him to rear a family in decency and comfort. But the wages of 
many workers have been insufficient to do this, as will be demonstrated 
in the following chapter. Hence Professor Hobson has given us a 
romantic portrait of what should be, not a realistic photograph of what 
is the case. 

Karl Marx, founder of scientific sociahsm, appropriated from Ricardo 
and the classical economists both the iron law of wages and the labor 
theory of value. Marx complained that the employer received a surplus 
value by selling the products of labor at their use value, paying the 
laborers a mere subsistence wage, and keeping the difference himself. 
Marx further contended that the lot of the workers was becoming steadily 
worse, and that revolution was inevitable. Although Marx professed 
to be a realist, as well as a materialist, his position has not been vindicated 
by economic facts or by economic history. Conditions of labor were 
probably worse immediately after the industrial revolution than immedi- 
ately before it, but in the long nm the laborer’s lot has not become worse. 
On the contrary, it has improved over the course of centuries. 

18. Cost-of-living and Social-progress Theories. — Other theories of 
wages have been reared on a cost-of-living basis. The thought behind 
such a concept is that money wages should keep pace with changes in 
costs of hving. Such an analysis is not a theory of wages at all. It 
assumes a given wage for a particular group of workers and then merely 
endeavors to maintain the same real wages by adjusting money wages to 
altered costs of hving. This plan for wages has been utihzed by workers 
in periods of rising prices to demand increases in money wages and by 
employers in times of faUing prices to justify cuts in money wages. It 
was the formula followed by the War Labor Board to adjust money wages 
for increased costs of living before the prices of commodities and services 
were frozen after the entrance of this nation into the Second World War. 

In addition to the concept of unimpaired real wages and an adequate 
family wage, labor leaders are advancing the theory of a social wage; i.e., 
labor should share in increased industrial productivity due to technologi- 
cal advances. Real wages should keep pace with the rapid strides in 
industrial productivity. Such a concept of wages is dynamic, not static. 

19. Different Studies of Wages. — ^The course of real wages before the 
opening of the twentieth century is largely a matter of conjecture, for 
rehable statistics are not available. But the consensus of opinion, based 
on the best possible evidence, is that real wages increased. In spite of, 
wide fiuctuations and great contrasts, the general trend seems to have 
been upward. 
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Several studies of the course of real wages will be analyzed. The 
student will be permitted to draw his own conclusions from the evidence 
presented. Some divergence of opimon is natural, owing to the com- 
plexity of the material, the dynamic character of ind\istrial society, and 
the differences in scope and method of various wage studies. There is 
considerable unanimity of opinion on some points, for some periods, and 
for some groups, but the student should be prepared to find certain dif- 
ferences in the conclusions of various investigators. Their similnr and 
dissimilar findings should be noted carefully. Old and new wage theories 
should be tested in the light of these factual findings as to the course of 
real wages. ^ 

20. Wages and Earnings. — ^The term “wages,” strictly interpreted, 
means rate of pay, and the term “earnings” refers to what the worker 
actually receives. A wage rate represents labor payments for a short 
period of time, such as an hour or a day, whereas earnings are labor pay^ 
ments for a longer period of time, such as a month or a year. Wage rates 
may be expressed per piece of work, in which case earnings are payments 
for all work done. Thus earnings are wages refined in terms of 
employment. In spite of high wage rates, actual earning will be low 
if employment is irregular and work is meager. Earnings are more 
meaningful than wages, because planes of living depend on earnings 
instead of wages. It takes actual earrungs and not wage rates to pay 
grocery bills. 

21. Changes in the General Price Level. — The course of real earnings 
is difficult to determine because of fluctuations in the general price level. 
After money earnings have been ascertained, they must be refined in 
terms of changing costs of living. The distinction between money wages 
and real wages is familiar, but it is none the less important. It is obvious 
that if a man receives ®2,000 this year, instead of $1,000 received a 
decade ago, his money earnings have doubled. But if in the meantime 
the general price level has doubled, the purchasing power of his money 
earnings has been cut in half. Although his money earnings have 
doubled, his real earmngs have remained the same. 

Wars have been periods of inflation, followed by postwar periods of 
deflation. Although exact and authoritative information is lacking, 
such seems to have been true of the Revolutionary War and the War of 
1812. Likewise, the Civil War was a period of inflation, during which 
relatively short time the general price level doubled. 

From the close of the Civil War until the opening of the present 
century, the general trend of the price level was downward, in spite of 
minor fluctuations during this period of thirty years. About 1896, how- 
ever, a change occurred, one cause of which was an increase in the world’s 
supply of gold. The general price level began to rise instead of continu- 
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ing to fall. In spite of minor fluctuations the general trend was gradually 
upward diiring the next two decades. 

The period of the First World War witnessed a rapid increase in 
prices; within five years the general price level doubled. But from 1920 
to 1921 there was a sharp decline in the general price level, although it 
did not fall back to its prewar level. The period from 1922 to 1929 was 
one of relative stability, but in the great depression of 1929 to 1932 the 
general price level fell back approximately to the prewar level of 1913. 

The recovery program and the inflation legislation of 1933 checked 
the downward trend of the general price level. The outbreak of the 
Second Wodd War in 1939 and the involvement of the United States in 
1941 started another upward spiral of prices. Governmental price 
control and rationing of certain commodities became necessary. 

22. Wage Trends over Last Century. — One of the most comprehensive 
studies of wages in the United States is that of Professor Hansen; it gives 
a bird’s-eye view of general trends during the past century. The results 
of this study are reproduced in Charts 27 A and 27B, on page 154. 

According to this survey, real wages toward the close of the nineteenth 
century were over twice as great as those in the early decades of that 
century. In 1924, Americrin real wages were three times as great as in 
1820. 

One of the most interesting features of Chart 27B is the disclosure that 
the secular trend of real wages paralleled that of production. Hence, in 
the long run, if not in the short run, the general tendency has been for 
labor to share in the increased productivity of industry. 

There have been periods of relative and even of absolute recession. 
Thus, there was a fall in real wages in the middle thirties, a period of 
recovery in the later thirties and forties, a decline in the early fifties, and 
a period of recovery in the late fifties. 

During the Civil War prices rose more rapidly than money wages. ^ 
Hence real wages suffered during this period of inflation, but they 
recovered during the late sixties and early seventies. Although under- 
going two cyclical variations in the next decade, the general trend was 
upward. From the middle of the eighties to the middle of the nineties, 
there was a steady upward tendency in the course of real wages. 

From 1897 to 1900, there was a recession in real wages. This period 
was characterized by a changed tendency of the general price level. 
Instead of continuing its former downward course, the general price level 
began to move upward just before the close of the nineteenth century. 

After the short decline in real wages between 1897 and 1900, no general 
trend in the course of real wages appeared for the next fifteen years. 
Professor Hansen’s index of real wages for 1913, 1914, and 1915 is just 
about the same as that for 1900. In other words, real wages varied from 
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year to year during this period of fifteen years, but there was little net 
advance and, if anything, a slight decrease. 

The year 1916 showed some advance in real wages, which gain was 
maintained with yearly fluctuations until 1919. Although money wages 
rose markedly during this period of inflation, Hansen’s index shows only 
a slight increase in real wages during the First World War. 



Chabt 27A. — Courses of money wages (1820 to 1924). The solid line (Curve A) is 
Hansen’s combination of numerous previous studies of the course of money wages. The 
dotted line (curve B) charts the results of a similar study by the Russell Sage Foundation. 
The correlation between the two curves testifies to the validity of these two independent 
studies. (From A. H. Hansen, “Factors Affecting the Trend of Beal Wages," American 
Economic Review, March, 192S.) 


From 1919 to 1923, real wages rose steadily and rapidly. This 
increase in real wages, as will later be shown from other studies, continued 
until 1929. The new industrial revolution of the United States, dis- 
cussed in Chap. V, was characterized by a substantial increase in real 
wages. 

In conclusion, it is believed that, despite temporary recessions, the 
general trend of real wages was upward during the nineteenth century, 
but complete and reliable data are lacking for the early years.' After 
stagnation before the First World War and uncertainty during this 
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confused period, real wages increased markedly until tke great depression 
from 1929 to 1933. 

23. Trends of Earnings during Past Generation. — One of the most 
comprehensive studies of earnings, money and real, of various groups of 
workers over the last three decades is that of Professor Douglas, who 
prepared a composite index of the average annual earnings of all employed 



CsABT 27B , — Course of real wages and production (1820 to 1924), This chart presents, 
in the form of a logarithmic curve, the trends of production and real wages. It supplements 
Chart 27A, which shows the course of money wages. (From A. H. Hanaen, “Factors 
Affecting the Trend of Real Wages" American Economic Review, March, 1925.) 


workers from 1890 to 1928. The following heterogeneous occupations 
were lumped together: workers in manufactures, employees of railroads 
and other public utilities, clerical and salaried workers, Federal employees, 
teachers, ministers, and farm laborers. Their average annual earnings 
were converted into index numbers of money and real earnings, with the 
1914 level as the base, or 100 per cent. 

The most striking features of this index of Professor Douglas, pictured 
in Chart 28A, are (1) the absence of any great increase in real earnings 
from 1890 to 1921, during which long period his index varied only from 
a low point of 96 to a high point of 108, and (2) the sharp rise thereafter 
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from an index of 108 in 1921 to one of 132 in 1928. Slight fluctuations 
took place in the prewar years, and great variations between different 
groups occurred during the period of wartime inflation, but there was no 
important, general, long-continued trend. However, the postwar gains 
in real pia.rning rs before 1929 were remarkable. For illustration, the index 
of real earnings for 1928 was almost a third above that for 1917 or 1914, 
which was about the same as that for earlier years as far back as 1892. 

A recent survey by the National Industrial Conference Board pro- 
vides a sequel to this study of Professor Douglas; it traces average weekly 
earnings, both nominal and real, from 1929 to 1941. The analysis of the 



Chart 28^1. — General trends of money earnings and real earmngs (1800 to 1928) (Base 
— level of 1914 = 100 per cent). (Prepored from indices of Paid H. Douglas, in “Real 
Wages in the United States, 1890 to 1926” and those of Douglas and Jennison, in "The 
Movement of Money and Real Earnings in Ae United States, 1926 to 1928." Quoted in 
“ Recent Social Trends," vol. 2, p. 820.) 

National Industrial Conference Board is limited to wage earners in 
twenty-five manufacturing industries; that by Professor Douglas includes 
salaried and professional workers as well as wage earners, and other occu- 
pations in addition to manufacture. Again, the term “earnings” in the 
study of the National Industrial Conference Board is used with reference 
to average weekly and even hourly earnings, which might more properly 
be termed wages; the term “earnings” is used by Professor Douglas to 
refer to average annual earnings. Finally, the base, or 100 per cent, for 
the index of the National Industrial Conference Board is the average for 
1923 and not that for 1914, as used by Professor Douglas. 

Chart 28B traces the tendencies of average earnings in manufactures, 
as reported by the National Industrial Conference Board, from 1929 to 
1941. Fluctuations in real earnings appear to be greater for these more 
recent years than those recorded by Professor Douglas for the earlier 
period from 1890 to 1928. Chart 28B shows the ravaging effects on 
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earnings of the long depression from 1929 to 1933 and of the short but 
sharp recession of 1937. It also indicates that just before the recession 
of 1937, money weekly earnings had regained their 1929 level, and real 
weekly earnings were above those for 1929. By July, 1941, average, 
monetary, weekly earnings were 27 per cent above those for 1923 and 
even above those for 1929, and aver^, real, weekly earnings were 42 per 
cent above those for 1923 and well above those for 1929. This survey of 
earnings of wage earners is more optimistic than a comparable and con- 
temporary study made by the Brookings Institution, the results of which 
win be given in Section 27 of this chapter. 



CHA.BT 2SB. — Wage earnings in 25 manufacturing industries. {Courtesy of the National 
Industrial Conference Board, from Conference Board Economic Record, Sept. 11, 1941.) 


24. Contrasting Tendencies of Different Groups. — The average tem- 
perature of hospital patients suffering chills and fever might be normal, 
but such a coincidence would have no clinical significance to the doctors 
and nurses in attendance. Similarly, the average wage of aU workers is 
meaningless, and the general trend of wages has little significance until 
it is broken down into its component parts. Statisticians are continually 
warning economists against lumping together heterogeneous samples 
displaying different characteristics or tendencies. Service incomes as a 
whole may be contrasted' with property incomes as a whole, but each is 
a composite. The tendencies of earnings of salaried groups may differ 
markedly from those of wage earners, and those within industrial occupa- 
tions may contrast vividly with those within agricultural occupations. 

During wartime inflation, real wages of clerical and small-salaried 
workers shrank markedly; some wage earners in manufactures benefited 
then, because their money wages rose even faster than costs of living. 
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On the other hand, the postwar periods of deflation and depression, which 
reduced employment and earnings of many industrial workers, brought 
an increase in real wages to some well-entrenched salaried groups through 
lowered costs of living. 

The study by Douglas^ of average annual earnings showed certain 
common tendencies among the incomes of workers in varioiis noncom- 
peting groups. From 1910 to 1914 there was a period of relative stability; 
from 1915 to 1920, an increase in money incomes; from 1920 to 1922, a 
recession; and from 1923 to 1928, a marked gain in both real and money 
income. All groups experienced these general tendencies, but m different 
degrees and at different rates. 

Sharp differences existed in the average annual earnings of various 
groups. Those of workers in manufacturing and coal mining were fairly 
similar, although fluctuations were sharper in coal mining than in manu- 
facturing. Average annual earnings in manufactures rose from $558 in 
1910 to $1,325 in 1928; those of workers in coal mines from $556 in 1910 
to $1,239 in 1928. Employees in public utilities experienced similar 
gains; they were even steadier and more substantial. Average annual 
earnings in public utilities were continually at a higher level than those 
in manufacturing and coal mining. They rose from a 1910 level of $655 
to a 1928 average of $1,558. The average annual earnings of clerical 
and salaried workers in manufactures and railroads rose slowly but 
steadily from $1,156 in 1910 to $2,310 in 1926. These of governmental 
employees also rose steadily but even more slowly from $1,108 in 1910 to 
$1,940 in 1928. 

Finally, farm labor was in a class by itself, the lowest class. The 
average annual earnings of farm labor were lowest at any particular time 
and slowest in growth over a period of time. They rose steadily from 
$336 in 1910 to $810 in 1920, from which high level they fell back to $522 
in 1921 and $508 in 1922, rising subsequently to an average of $587 in 
1925. In comparing money earnings of agricultural workers with those 
of industrial workers it must be remembered that farm workers receive 
real income in board and lodging which is not received by industrial 
workers. 

26. Agricultural and Industrial Income. — During the period of 
prosperity between 1921 and 1929, the great gains of industrial groups 
stood out in sharp contrast to the negligible improvement in agri- 
cultural groups. Farmers, farm owners, and farm workers suffered 
severely from the postwar deflation, even more severely t.ban did indus- 
trial groups. 

Chart 29 pictures the course of average hourly wages in manufacture, 
farm wages, farm prices, and the wholesale prices of nonagricultural 
products from 1914 to 1927. It will be noted that, from 1914 to 1920, 

* Quoted in “Recent Social Trends,” vol. 2, p. 817. 
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the indices of these four items rose rapidly and paralleled each other some- 
what. The only significant difference is that the index of farm prices 
never rose to so high a point as the index of nonagricultural prices. 
Again, in 1920 and in 1921, the indices of farm prices and of farm wages 
feu to much lower levels than did the indices of the prices of nonagri- 
cultural goods and of manufacturing wages. The tendencies of these 
four items in later years were divergent. Farm wages recovered some- 



Chart 29. — Wages and prices in agriculture and manufacture (1914-1027) (base — 
le^l of 1914 = 100 per cent). (.Courtcay of National Industrial Conference Board, from 
Wages in the United Stales, 1914—1927/*) 

what from 1922 to 1927, particularly in the first year. Farm prices 
recovered from 1921 to 1925, but declined again from 1925 to 1927. 

The most remarkable feature of this study is the fact that, in spite of 
a decline in the index of prices of industrial products from 1923 to 1927, 
the index of average hourly wages in manufacture rose. Real wages in 
industry, therefore, rose even more markedly than money wages. Ksing 
wages in industry were in contrast to falling income in agriculture. 

The outbreak of the Second World War, like the First Word War, 
inflated prices, but not so promptly and rapidly. This time, however, 
the prices of agricultural products rose faster and farther than those of 
manufactured goods. 
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26. Decline in Earnings during Great Depression. — ^The years of 
depression from 1929 to 1933 brought a precipitous decline in money 
earnings through both cuts in wages and curtailment of work. 

A study of Dr. Kuznets^ gives some striking revelations concerning 
the ravages of the great depression and their unequal burden. The total 
number of aU employees declined from 35 million in 1929 to 25 million in 
1932j i.e., by 10 million or by 28 per cent. Within a group of selected 
industries the decrease in emplo 3 nment was 30 per cent for salaried 
employees, but over 40 per cent for wage earners. The decline in per 
capita income of salaried employees therein was from $2,567 in 1929 to 
$2,175 in 1932, or by only 15 per cent; whereas per capita in'come of wage 



Chabt 30. — Per capita income of salaried employees and wage earners in selected 
industries (1029 to 1932), {From surrey by Simon Kuzneto of " The National Income, 1929 
to 1032,” National Bureau of Economic Research.) 

earners in the same industries declined from $1,406 in 1929 to $959 in 
1932, or by over 30 per cent. Not only were wage earners in a lower 
income group than salaried employees, but also they suffered twice as 
great a decline in income. While the decline in salaries was not quite so 
great as that in cost of living and the real income of that group increased 
slightly, money earnings of wage earners decreased far more rapidly than 
costs of living, and hence their real earnings suffered. 

This period of depression and deflation was in marked contrast to the 
prosperity and inflation of the First World War. The effects on various 
groups were reversed. It will be remembered that during the First 
World War costs of living rose rapidly. The money earnings of many 
skilled workers kept up with the rapid spiral of prices, but the money 

^EuzNiiTB, SiuoN, “The National Income, 1929-1932,” National Bureau of 
Economic Research, Bulletin 49, Jime 7, 1934. 
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earnings of most salaried groups fell so far behind costs of living that 
their real income suffered seriously. The Second World War presented 
a similar threat of inflation to salaried workers with fairly stable incomes 
and a similar prospect of increased money income to wage earners by the 
combined forces of greater emplojunent and higher wage rates. 

27. Recent Changes in Wages and Earnings. — ^The study, “Pro- 
ductivity, Wages and the National Income,”^ referred to in Chap. V, 
reveals contrasting tendencies of wage rates and actual earnings within 
recent years. In the twenties, it will be remembered, both production 
and productivity increased substantially and proportionately; employ- 
ment was fdlrly constant. In the thirties, however, physical output 
declined somewhat, man-hours of employment decreased markedly, and 
productivity, or production per man-hour, increased substantially. 
From 1923-1924 to 1928-1929, hourly wage rates in manufactures rose 
6 per cent, weekly money earnings rose 4.7 per cent, and weekly real 
earnings rose 5 per cent. From 1928-1929 to 1936-1937, however, man- 
hours of employment, which previously had been fairly steady, declined 
by 18 per cent. Whereas hourly wages rates increased 7 per cent, weekly 
money earnings decreased 13 per cent. Weekly real earnings increased 
by 0.9 per cent because of a simultaneous decrease in prices. Workers 
in manufacture were enjoying higher wage rates, but because of serious 
reduction in hours of work they were receiving lower earnings. They 
were enjoying increased leisure but not higher planes of living. Indeed, 
former planes of living were maintained, despite cuts in money earnings, 
because of almost proportionate declines in costs of living. In short, the 
recent increase in industrial productivity was bringing more leisure to 
workers and lower prices to consumers. The new industrial revolution, 
which had expressed itself in the twenties chiefly in the form of increased 
real earnings, reflected itself in the thirties mainly in the form of decreased 
hours of work. 

The outbreak of the Second World War changed this situation. 
Rearmament and national defense programs altered the character of 
production and greatly expanded its volume. Increased production and 
increased productivity were sought in both agriculture and industry. 
The early 1930’s were years of unemployment and abundant leisuie, but 
the early 1940’s were years of reemployment and strenuous effort. 

28. Wages in Various Countries Compared. — ^The Statistical Section 
of the League of Nations has been making comparative studies of wages 
paid in various countries of the world. These findings as to relative 
money wages have been refined into relative real wages by allowing for 
differences in costs of living. 

SpimCEON, “Productivity, Wages and National Income,’' Brookings 
Institution, Pamphlet 23. 
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The unit selected for this comparison has been termed “the basketful 
of provisions” currently consumed by the workers. Allowances were 
made for local variations because of some differences in the types of goods 
consumed by workers in different lands. Rent also was included as an 
important element ia the standard of living, wherever it was possible to 
ascertain a comparable unit. 

One city was selected as typical of each of the countries investigated. 
London was selected by the League as its basis of comparison. Hence 
the average real wages of workers in that city were represented by 100 per 
cent. The real wages of workers in other key cities were expressed as 
percentages of this base. 

From these findings of the Statistical Section of the League of Nations, 
nf!gnTniTi g that the key cities of the various countries were representative 

Rblativb Reai. Wages in Vabious Citibb in 1928* 

(General Average Index Numbers) 


City 

1 

Based on 
food only 

With 

allowances 
for rent 

Philadelphia 

192 

192 


182 

160 

Copenhagen 

109 

109 

Dublin 

101 

110 

London 

100 

100 

Amsterdam 

82 

82 

Berlin 

68 

61 . 

Paris 

£9 


Madrid 

£5 


Vienna 

47 

£3 

Lodz 

47 

48 

Brussels 

46 

49 

Borne 

4£ 

47 

Lisbon 

30 



^ Statistical Section of the League of Nations, January, 1928» 

(Base or 100 per cent — London and the English worker.) 

of conditions throughout that nation, it would appear that the real wages 
of the American worker in 1928 were considerably greater than those of 
his Canadian neighbor, almost twice those of the Irish and English 
worker, approximately three times those of the German and French 
worker, approximately four times those of the Portuguese worker. Such 
was the general picture in that period of relative stability just before the 
great depression lowered planes of living throughout the entire world. 
The conspicuous feature of that picture was the relatively high wage of 
American labor; the American worker was the best paid in the world. 
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Summaiy. — ^Labor may be defined as human effort in economic pro- 
duction, or the creation of utilities. Some labor is socially desirable, but 
other labor is not; some is legal, but other is illegal. Finally, some labor 
is gainfully employed, but other labor is not gainfully employed, even 
though it is productive. 

The working population may be divided into numerous noncompeting 
economic groups, s^ch as unskilled laborer’s, semiskilled laborers, skilled 
laborers, clerical workers, business and professional men, and captains 
of industry. The relative supply of labor is greater in the lower strata, 
where wages therefor are smaller. Passage from a lower to a higher 
layer is restricted by the biological fact of inherent differences in indi- 
vidual ability and by the social factor of acquired differences through 
economic inequality and variations in education and opportunity. 

Society may be divided into producers and nonproducers. Non- 
producers include the wealthy leisure class, at the one extreme, and social 
debtor groups of defectives, delinquents, and dependents, at the other 
extreme. Social unrest arises from the fact that many individuals with 
heavy family responsibilities are forced to seek gainful employment, 
whereas others with fewer family cares need not become economic 
producers. 

Under the wage system the mdividual enterpriser directs the course 
of production and assembles the various factors in production. He 
advances to labor its share of the product of industry in the form of wages. 

One of the earliest explanations of wages was the subsistence theory, 
which contended that the wages of workers tended to the low level of 
their costs of maintenance. This doctrine was based on the law of 
diTniniahin g returns from land and the Malthusian principle of population. 
The subsistence theory of wages was modified into and succeeded by the 
wages-fund theory, which regarded wages as a drain from the pool of 
circulating capital by workers for their maintenance. Wages were the 
ratio between capital and population. 

The neoclassical explanation of wages is the marginal-productivity 
theory, which regards the wages of any labor group as an approximation 
of the marginal product of that type of labor. The marginal product can 
be measured by the loss attributable to the subtraction of one worker 
from a particular combination of all factors jointly engaged there in 
production. The specific-productivity theory is an unwarranted exten- 
sion of the marginal-productivity theory; it claims to isolate the product 
of labor and attempts to justify the present system. Both productivity 
theories are value analyses; the wages of any labor group depend on its 
supply and demand factors. 

Some critics of neoclassicism have stigmatized the marginal-produc- 
tivity explanation as a mere commodity theory, which views the determi- 
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nation of wages in the same fashion as the determination of the prices 
of commodities. Other critics point out the importance of the bargaining 
factor in wage determination. 

The reconciliation of productivity and bargaining theories of wages 
seems possible. The mar^nal product of labor is merely the upper limit, 
beyond which the employer will not go, even though he may pay labor 
less than its mar^nal product because of the ignorance, immobility, or 
lack of organization among some groups of workers. The lower limit 
of wages is cost of subsistence or minimum standard of living, which may 
be protected by the state through minimum-wage laws. Between these 
upper and lower limits, collective bargaining can and dpes affect the 
determination of wages. 

Real wages are nominal or money wages refined in terms of changes in 
costs of living. Money wages gradually adjust themselves to changes in 
the general price level, but there is a serious lag, which is greater among 
salaried workers than among wage earners and greater among unorganized 
laborers than among the organized. 

Wage rates are hourly or daily payments, or rates for piecework. 
Earnings are payments for a longer period of time or for total amount of 
work done. Reduction of employment during a particular month or year 
converts high wage rates into low actual earnings. 

The existence of various noneompeting groups makes a general trend 
of wages difficult to establish; different labor groups show marked con- 
trasts and different tendencies. 

Long-run studies show a general trend toward increased real wages. 
The worker does seem to be sharing in the rewards of increased pro- 
ductivity. Despite the persistence of poverty and economic inequality, 
there is little evidence to support the Marxian contention that the lot of 
the worker is becoming worse and worse. 

Real wages apparently gained somewhat in the decades of falling 
prices in the second half of the past century; they declined slightly in the 
two decades of rising prices after 1896. During the First World War 
prices rose even more rapidly. Some groups of wage earners received 
additional money earnings equal to the increase in costs of living, but 
other groups did not. 

The postwar decade was one of increased industrial production and of 
relative price stability foUowng the collapse of commodity prices in 1920. 
Although farmers suffered, most service incomes, as well as property 
incomes, increased. Unprecedented gains in the real wages of workers 
were achieved before the crash of 1929. 

The great economic depression from 1929 to 1933 was characterized 
by a severe decline in money earnings. Real earnings also declined but 
not so seriously because of the decrease in prices and costs of living. The 
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following years of recovery were featured by shorter hours, higher wages, 
and slightly lower money earnings. The national defense program of the 
Second World War changed tliis situation; a repetition of some economic 
experiences of the First World War tlireatened. 

Questions for Discussion 

1. a. Define labor. Distinguish it from play. 

b. Define economic production. Distinguish from gainful employment. 

2. Explain the meaning and significance of noncompeting labor groups and the 
social pyramid. 

3. a. Explain the meaning of the wage system. 

b. Shoubits relationship to capitalism. 

4. a. Explain the subsistence theory of wages. 

b. Show its relationship to the law of diminishing returns and the Malthusian 
principle of population. 

5. a. State the wages-fund theory. 

b. Criticize it. 

6. a. State the marginal-productivity theory. 

6. State the specific-productivity theory. 

c. Wherein are these two theories similar? 

d. Wherein do they differ? 

7. a. Show the significance of the bargaining factor in wage determination. 

6. Can it be reconciled with a productivity theory? If so, how? It not, 
why not? 

8. o. What reason did Marx have for his belief that the lot of the workers was 
becoming worse? 

6. What evidence do you have to the contrary? 

9. a. Distinguish between nominal wages and real wages. 

6. Differentiate between wages and earnings. 

e. Explain the concept of social wages. 

10. a. Show the effects of rising and falling prices on different economic groups. 

b. Explain compensating influences. 

11. a. Contrast the gains and losses of wage earners and salaried groups during 
the past generation. 

b. Do so also for industrialists and farmers. 

12. a. Show the divergent tendencies of different service incomes during the First 
World War? 

b. To what extent, if at all, were these experiences repeated during the 
Second World War? 

13. a. Show extent of gains in real wages of workers between 1922 and 1929. 

b. Suggest reasons for these gains. 

14. a. Show the effects of the depression of 1929 to 1933 on wage rates and 
actual earnings, both real and nominal. 

b. Trace these tendencies through the following years of recovery. 

Topics for Investigation 

1. Marxian or labor theory of value. 

2. Hobson’s theory of wages. 

3. Ricardian theory of wages. 

4. Theory of wages of J. S. Mill. 
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5. Wage theory of J. B. Clark. 

6. Wage theory of Alfred Marshall. 

7. Taussig’s discount theory of wages. 

8. King’s analysis of wage trends, both his method and conclusions. 

9. Hansen’s survey of wage trends, both method and conclusions. 

10. Analysis of wages by Paul Douglas, both method and conclusions. 

11. Recent wage studies of the National Industrial Conference Board. 

12. Conflicting tendencies of wages during First World War. 

13. Real and money wages during the great depression. 

14. Wage rates and actual earnings during the recovery period. 

15. Wages and earnings during the Second World War. 
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CHAPTER VIII 

POVERTY AND SUBNORMAL PLANES OF LIVING 


INADEQUACY OF FAMILY WAGES 

1. Nature of Poverty and Pauperism. — Poverty is one of the oldest 
and most persistent of economic maladjustments. The prophets of the 
Old Testament indicted the rich for their oppression of the poor. Revo- 
lution and social unrest still have their seeds in poverty and economic 
inequality. 

It is necessary that our terms be defined at the outset. That class in 
society with the smallest income, and consequently with the lowest plane 
of living, is usually referred to as the poor. Poverty, however, implies not 
only little income and low plane of living, but insufficient income and 
inadequate plane of living; i.e., below the minimum standard of decent 
living then and there envisioned. 

The advance of civilization has increased economic prosperity and 
raised planes of living for all groups. The well-to-do classes of modern 
nations live in a state of luxury undreamed of by princes of antiquity. 
Likewise the poor of today enjoy comforts and conveniences which were 
not possessed by the miserable masses of an earlier society. 

At any given time and place there are the comparatively rich and the 
comparatively poor. In spite of economic progress, the poor, in the sense 
of those in the lowest economic group, have persisted because of the con- 
tinuation of economic inequality and the stratification of society into 
various income groups. The poor, using that term in its comparative 
meaning, we shall always have with us, rmless society should be modeled 
on some communistic plan. The elimination of the poor in the sense . 
of the lowest economic group is as impossiHe ag..the elimination of the Ifl^f. 
train"c?5ffidljr^icir^^^ frequently the victim in railroad wrecks. 

Poverty is the condition of those individuals or families whose incomes 
are so small, and whose planes of living consequently are so low, that 
neither health nor working efficiency can be maintained. Although 
standards are relative, it is possible at any given time and place to deter- 
mine a minimiim standard of decent living. Thus, social pathologists 
regard poverty as a social disease and the poor as abnormal members of 
society. In this sense, poverty can be reduced, if not eliminated. 

Paupers are those indmduals in almshouses or those families in their 
own homes who receive assistance from charitable organizations. The 
pauper class is part of the social debtor group, because pauperism is 
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essentially a state of dependency. Poverty and pauperism are not 
synonymous, and those individuals who live below the poverty line but 
who are too proud to ask for help should not be referred to as paupers. 
There is a strong tendency, however, for the poor to become paupers. 
Indeed, poverty has sometimes been compared with a narrow and 
treacherous footpath around the morass of pauperism into which mis- 
fortime can readily plunge the poor. 

The treatment of paupers and other members of the social debtor 
groups belongs within the domain of sociology. But the economist, as 
well as the sociologist, must concern himself with the problems of sub- 
normal planes of living and inadequate wages. Objectwn causes of 
poverty, such as low wages and unemployment, are definitely within the 
field of applied economics. 

2. Extent of Poverfy and Pauperism. — The extent of poverty is diffi- 
cult to determine, for there are no absolute standards of living. Never- 
theless, it is apparent that poverty is widespread and persistent; it is 
chronic, as well as acute. Although varying in intensity from time to 
time and from place to place, it never entirely disappears. Economic 
progress brings more comforts and higher planes of living, but such 
progress brings still higher standards of comparison. 

Two of the earliest investigations of poverty were made over a gener- 
ation ago by Booth in London and by Rowntree in York.‘ These 
pioneer studies revealed that 30.7 and 27.8 per cent, respectively, of the 
people of these two English cities were then living in poverty. If these 
conclusions were true and typical, from one-fourth to one-third of the 
inhabitants of English cities at the turn of the last century were living 
under conditions of poverty. 

That the situation has materially improved in British cities is attested 
by two more recent studies.* In 1914, only 12.6 per cent of the cases 
studied had incomes insufficient to maintain the minimum standard of 
living prescribed by Rowntree, and, in 1925, from 3.6 to 6.5 per cent of 
the cases then studied were below the same standard. The extension 
of comprehensive programs of social insurance, rather than increased 
national prosperity, accounted for this reduction of poverty in the 
United Kingdom. 

As a result of a similar pioneer investigation in our own country, 
Robert Hunter® estimated in 1904 that the proportion of poverty in our 
large cities and industrial centers rarely fell below 25 per cent. For the 

1 Booth, C., “Life and Labour of the People,” vol. 2, chap. 2, 1891. 

Rowntbeb, B. S., “Poverty: A Study of Town Life,” chaps. 4 to 5, 1904. 

• Bowlbt, a. L., and M. H. Hogg, “Livelihood and Poverty,” 1914. 

“Has Poverty Diminished?” 1925. 

•Htjntbh, R., “Poverty,” 1904. 
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country at large he estimated that the poverty group comprised from 
14 to 20 per cent of the entire population. Although the poverty rate 
may be smaller in rural sections than in urban centers, recent investi- 
gations make this former assumption doubtful. Urban poAmrty is rather 
conspicuous, but there is much dire poverty hidden away in many obscure 
rural commimities. Hence the expr^sion “the submerged tenth” is an 
understatement, rather than an e.xa^eration, of the extent of poverty. 

The new industrial revolution in the United States, explained previ- 
ously, was lauded as the conquest of poverty. But increased industrial 
efficiency was not accompanied by increased social security. The great 
depression fr«m 1929 to 1933 was productive of an unprecedented volume 
of poverty, pauperism, and relief work, public as well as private. 

Within recent years the expression “one-third of a nation” has been 
substituted for the former epithet “the submerged tenth” to refer to the 
poor group within the United States. It took authority, if not origin, 
from the 1938 report to President Eoosevelt of the National Resources 
Committee on the distribution of the national income for 1935-1936. 
The lowest third of the population was made up of families and consuming 
units receiving less than $780 each for that year. The average per family 
income within this poorest third of the nation amounted to only $471 a 
year. Hence it would seem that most or all of the poorest third of the 
families of our nation were then living in poverty, despite the fact that 
the national income was adequate in size to abolish poverty, as attested 
by the fact that the national income for 1935-1936, amounting to $59 
billion, would have averaged $1,622 for each family and $1,151 for each 
individual consumer. 

The National Resources Committee further reported that although 
almost 4 million families in the lowest third were dependent on relief 
for at least a part of the year, fully 70 per cent of the total number, that 
is, a little more than 9 million individuals in the poorest third, received 
no assistance of any kind from a relief agency. 

The extent of pauperism is as difficult to determine as that of poverty. 
Many individuals and families receive various forms of assistance, of 
which no record is kept and little recognition is given. For generations 
past, a vast army of dependents have been cared for by outdoor relief 
and informal assistance. Societies for the organization of charity have 
vainly attempted to bring order out of this chaos, in the belief that one 
of the first essentials of scientific method is the keeping of complete and 
accurate records. 

Indoor relief has been almost as haphazard as outdoor relief. Institu- 
tional records of admission and dismissal have been poorly kept. The 
almshouse has frequently sheltered such divergent groups as homeless old 
folks and helpless children, the crippled and the insane, the infirm and the 
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shiftless. Recent United States censuses have placed the number of 
dependents in our various institutions at about the million mark, but the 
total number of paupers and semidependent individuals must surely 
approximate several millions. 

3. Social Attitudes toward Poverty. — ^Almsgiving has long been 
regarded as a religious duty, and the profession of begging is of ancient 
origin. The old attitude toward poverty was similar to that toward 
war, viz., that it would always exist because it always had existed. A 
similarly fatalistic view of disease long prevented progress in the healing 
arts and medical sciences. 

The attitude of modem social science is that philanthropjiis necessary 
for the alleviation of temporary distress, but the elimination of poverty 
is the ultimate ideal. The same scientific spirit which has reduced the 
ravages of smallpox, yellow fever, and other physical diseases is now 
attacking the social disease of poverty. It seeks the reduction, if not the 
elimination, of poverty through an intelligent and concentrated attack 
on its causes, instead of the continuation of indiscrimiaate almsgiving. 
Social service, like health service, aims not merely at giving relief to all 
sufferers, but also at promoting decent standards of living and restoring 
economic iudependence. 

4. Causes of Poverty. — Many social reformers have made the error of 
assuming that poverty has but one cause. Thus Malthus believed that 
poverty was due to the pressure of population on the food supply; his 
“Essay on Population” outlined various checks on the growth of popula- 
tion. Karl Marx foimd his explanation of poverty in the ownership 
of the instruments of production by a capitalistic class and the resulting 
dependence of the proletariat on the bourgeoisie; socialism, therefore, was 
the remedy he prescribed in “ Capital.” To Henry George, poverty was 
the result of individual absorption of economic rent and the unearned 
increment from land; in “Progress and Poverty” he gave single tax 
and the elimination of the landlord as his answer to the problem of 
poverty. However ingenious these single-cause explanations may be, 
there is no single cause of poverty, for this social disease has a combination 
of causes. Moreover, these causes are not simple but complex; not 
immediate but remote. For example, such causes of poverty as unem- 
ployment and disease, have, in turn, their own causes. Fiaally, these 
relationships are often functional; many causes of poverty are also 
results of poverty. 

Our present purpose is merely to show the nature of this socioeconomic 
problem of poverty and to outline various groups of contributory causes. 
The familiar division into personal and environmental causes is helpful, 
but it represents merely different ways of classifying the same causal 
factors and different attitudes toward the same problem. Thus sickness 
may be the individual expression of an environmental factor, for example, 
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typhoid fever from poor sewage disposal or pellagra from inadequate diet. 
Human S 3 fmpathy engenders a personal consideration for the recovery 
of sick individuals, but scientific interest expresses itself in a stud 3 '^ of 
causes and in efforts toward elimination of the disease. Similarly, indi- 
vidual cases of poverty indicate its incidence rather than its causes, t'.c., 
what individuals constitute that group, if a given amount of poverty is 
assumed. For an explanation of its existence, one must turn from the 
question why some particular persons or families are poor, to the broader 
analysis of impersonal factors and objective causes of poverty in the 
environment. 

Environnjental causes may be divided roughly into those resident 
in the 'physical environment and those resident in the social environment. 
Obviously, the natural resources of a country condition its economic 
prosperity. Certain lands, such as Scotland, Armenia, and Arabia are 
poor by nature. Other countries are poor because of inadequate social 
adjustment and failure to use adequately or properly what natural 
advantages they do possess. Just as the economist relinquishes indi- 
vidual case studies of poor people and problems of family^ rehabilitation 
to the sociologist, just so he leaves a detailed consideration of the natural 
resources within the physical environment to the geogi-apher. He is busy 
enough with his own task of analyzing those causes of poverty resident 
in the economic organization. 

6. Objective Causes of Poverty in the Economic Organization. — By 
improved methods of production and advanced industrial techniques. 
Western nations have made a better adjustment to their ph 3 ’^sical environ- 
ment than Eastern lands, where dire poverty continues. Active adapta- 
tion and technological progress enable a dynamic societ 3 ’^ to keep ahead 
of the Malthusian specter of starvation. National prosperity is basic to 
the amelioration of group poverty. National prosperity, it will be 
remembered, is determined alike by natural resources and by degree of 
conscious adjustment; in both these respects the United States has been 
fortimate. Chapter V explained our recent increase in productivity and 
demonstrated that America may justly be called a "prosperous" nation. 
Distribution, however, is as vital as production; poverty can continue in 
spite of so-called “national prosperity." Chapter VI pointed out that, 
despite our tremendously increased productivit 3 ^ before 1929, serious 
economic inequalities persisted. The preceding chapter outlined wage 
tendencies; the present chapter will show the causal significance of inade- 
quate wages in the problem of poverty. 

Low wages, then, are an important cause of poverty. The combined 
wages of all workers in some families are hardly sufficient to maintain 
decent standards of living. Later sections of this chapter will be devoted 
to an analysis of the wages of large groups of adult male workers in 
relation to iriinimuTn costs of living for a family. It will be shown that 
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the 'n^ges of many heads of families have been msofScient of themselves to 
support in comfort, or even in decency, a Trife and several children. 

Unemployment is another economic maladjustment 'which reduces stiD 
further the meager earning s of many workers and forces some of them 
within the poverty and pauper grouf®. The busine® cycle brings recur- 
rent periods of economic depresion with reduced and decreased earnings. 
Seasonal tmemployment also is productive of poverty and increased 
appeals to rdief organizations. Strikes and other industrial disturbances 
have similar effects. These problems will be treated in later chapters. 
Thej' all impinge on our present, far-reaching topic of poi'erty. 

Changes in industry, such as introduction of machinery.and improve- 
ment of processes, often work considerable hard^p on certain groups of 
workers, even though their general and long-run effects are beneficial. 
This economic adjustment may be illustrated by the old industrial revolu- 
tion in England and the new industrial revolution in the United States. 
Economic progress is frequently achieved by such human costs as 
unemployinent, which, in turn, brings i»verty. 

A had sfj’stem of land tenure, such as that in England during the 
inclosure movement, in Ireland in the days of the “rack rent,” or in 
Mexico in the era of peonage, also is productive of poverty. The United 
States was fortunate in its former abimdance of free land. Indeed, the 
problem of poverty in this country can be said to date from the eliminan 
tion of the frontier and the exhaustion of free land in the West. The 
rapid industrialization of the United States in the period following the 
Civil War was mitigated by the possibility of the displaced workers’ 
taking possession of a homestead and engaging in farming. Such an 
oppwrtunity, however, is no longer open to the displaced workers of the 
new industrial revolution. 

6. Economic Inefficiency and Waste. — ^The growth of population must 
be accompanied by an increase in industrial efficiency, if national pros- 
perity is to be maintained. In the long run, our chief weapon against 
poverty is economic productivity, for it determines the national income 
and planes of li-ring. Low productivity means poverty, which, of course, 
is the absence or opposite of prosperity. 

The inefficiency, as well as the improvidence, of labor is a cause of 
poverty. But the wastes of our present competitive system and the 
incompetence of management also are important. The Federated 
American Engineering Societies has placed the responsibility for more 
than half the existing waste in industry at the door of management rather 
than of labor.* The consumer also is to blame. Arbitrary changes in 
fashion result in waste of material and unemployment. 

* Committee on the Elimination of Waste in Industry of the Federated American 
Engineering Societies, “Waste in Industry,” p. 9, 1921. 
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The inefficieiuy of labor is due to individual incompetence^ indiffer- 
ence, and shiftlessness, as wdl as to such group policies as limitation of 
outputs But the worker has had bitte' experience that increased produc- 
tivity may be accompanied by a cut in the rate of wages, instead of an 
increase in earning. 

The waste and inefficiency of our economic grstem are obvious and 
continuous. Perishable commodities are permitted to spoil by some 
enterprisers, who prefer to waste these goods rather than to suffer from 
the reduction of values which would result if a surplus of consumable 
goods were- thrown on the market-. The recent agricultural reconstruc- 
tion progranj frankly rewarded restriction of production, and even 
dKitruction of product, rather than increased producthity. In ■view of 
such deficiencies in our modem economic system, it may be well to be 
less severe in our criticism of uneconomic labor policies and practices, 
such as soldiering on the job in an attonpt to make work and thus to 
avoid unemplojunent. 

7. Objective Causes of Poverty in tiie Social Environment. — Inability 
to give numerous children proper educational advantages perpetuates the 
problem of low wages in the lower income groups. Their birth rate is 
generally higher than that of richer economic groups, w’hich can better 
afford large families. The tendenej- of population to grow from the 
bottom more rapidly than from the top explains the social pjwamid of 
noncomi>etii^ economic groups, pictured in the preceding chapter. 
Birth control and the restriction <rf immigration are offsetting t-endencies; 
public education and social seeiirity pn^rams are ameliorating influences. 

Unhealthful surrounding, like insanitary and dangerous working con- 
ditions, are productive of sickness and death of the family breadwinuffl'- 
The rdationship is a functional one, common in many social problems; 
the result is also a cause. Low plmira of living, ill-health, mdustriai 
inefiaciency, and low wagra constitute a vicious circle. The public- 
health and -housing movements are attacking poverty by breaking 
thro gagh this vicious circle at three particular points. 

City slums and congested industrial areas are as dangerous to social 
inEtitutions as to individual health. The d^eneracy of family life is 
caused by, accompanied by, and results from the decline of economic 
ideals of thrift and indust-ry. Social workers have discovered that the 
restoration of a healthy family life is essential to the reclamation of 
economic indepaidenoe. 

Educational progress is important in the modem war against poverty. 
Statistics show a Hi gh rate of illitera^ and general ignorance among the 
poor and paupers. The education of a normal individual, like that of a 
Eubnonnai psrsoa, should point toward the ideal of economic inde- 
peadswe. Lack of industrial training and vocational guidance in our 
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schools has been a contributory cause of poverty and crime. Until 
comparatively recent times, it was difficult for a boy to receive training 
in a trade at public expense unless he had committed a crime and was 
sent to some reformatory. 

Religious beliefs may exalt poverty as a holy estate instead of deplor- 
ing it as a sordid condition; it may turn men’s minds from the material 
business of making a living to spiritual introspection. It may stimulate 
unwise philanthropy instead of scientific relief measures. As long as 
mdiscriminate giving to professional mendicants flourishes, begging will 
be more profitable than working. 

Defects in the political, as well as in the economic and social, environ- 
ment produce poverty. Corrupt or inefficient government discourages 
industry and thrift on the part of its people. Vested interests may 
prevent the passage of desirable legislation or the adequate enforcement 
of existing laws. The ward boss, rather than organized charity, may 
give coal and wood to the voter who is out of work. But the citizen 
whose vote is purchased so easily is sacrificing ultimate social welfare to 
his own immediate advantage. 

Legislation is no panacea for all social Uls; far more k necessary 
than wise laws and their proper enforceinent. Nevertheless, they form 
an essential part of any scheme of social reform. The attitude toward 
government is changing, and government’s sphere of activity is widening. 
Increasing industrialization and the growing interdependence of all mem- 
bers of society require labor legislation, as well as laws for the protection 
of consumers and investors. The former attitude of lasissez faire, or 
rugged individualism, has been abandoned, and government is now 
actively interfering with working and living conditions. It has attempted 
to regulate such mattera as hours and wages and to prevent the exploita- 
tion of women and children. It has sought to eliminate causes of poverty 
and to raise subnormal planes of living by such drastic devices as 
minimum-wage laws. These programs of government will be treated 
in the following part of this book. 

8. Subjective Causes of Poverty. — There are personal, as well as 
objective, causes of poverty; a complete analysis of this problem requires 
an examination of the factor of heredity in addition to that of environ- 
ment. Poverty is an acquired status, not hereditary; but physical or 
mental degeneracy, to which poverty may be due, can be inherent. This 
fact will help explain why pauperism runs in some families from one 
generation to another. 

Inherent degeneracy or feeble-mindedness may express itself in various 
ways in successive generations, such as in pauperism, crime, drunkenness, 
or in other forms of vice. Although none of these social ills is strictly 
hereditary, there is some inherent weakness which produces them. Cer- 
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tain stocks in our population are biologically inferior, and their repre- 
sentatives possess little physical stamina or mental strength. Other 
individuals in the social debtor classes may be regarded as inferior 
variations of apparently normal stocks. 

The role of feeble-mindedness in the problem of poverty and programs 
of social reform was stressed by Dr. Goddard.^ He estimated that half 
the inmates of almshouses were feeble-minded. As feeble-mindedness is 
hereditary, not acquired, the elimination of the feeble-minded involves a 
program of eugenics, rather than one of education. The segregation of 
the feeble-minded and other individuals of degenerate stock into custodial 
institutions aad the prevention of their propagation of legitimate or 
illegitimate children will greatly reduce the amount of pauperism and 
poverty. 

Disease is another important cause of poverty. Dr. Devine® stated 
that 75 per cent of poverty might be attributed to disease, and not 25 per 
cent, as was commonly supposed. It is a conservative estimate that 
from 25 to 40 per cent of all relief cases indicate sickness as the chief or 
an important contributory cause. Sidne 3 ’^ and Beatrice Webb, writing 
of 3 or 4 million destitute persons in the United Kingdom, declared that 
“ with regard to at least one-third of these — we might almost say one-half 
— the recruiting sergeant who brings them in is sickness, the sickness 
that so far as concerns three-fourths of the population, we have proven 
to be preventable.”® 

Although the importance of intemperance as a cause of poverty has 
been exaggerated, it cannot be ignored. Crime and imprisonment of the 
breadwinner are other factors. Desertion by the head of the family also 
results in numerous cases of dependency. Death of the main support 
appears in many relief cases and indicates the desirability of widows’ 
pensions. Old age is a still more frequent cause of pauperism; it affords a 
powerful argument for old-age pensions. 

Shiftlessness and laziness are individual characteristics which con- 
tribute to poverty and pauperism. Many such cases, however, were 
found to be due to an undervitalized physical condition and not to mere 
laziuess. The alleged shiftlessness of a portion of our population was 
discovered to be caused by the presence of hookworm in their local 
physical environment. Malaria may play a similar role in a mosquito- 
infested section. 

Prosperity is conditioned both by a healthy and stimulating climate 
and by abundant natural resources. Poverty likewise is caused as much 
by an unhealthful or enervating climate as by the niggardliness of nature. 

1 Goddard, H. H., “Feeble-mindedness.” 

* Devike, E. T., "Misery and Its Causes.” 

> Webb, Sidney, and Beatrice Webb, “The Prevention of Destitution.” 
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Neither prosperity nor poverty can be explained merely as results of 
individual virtues or vices. Physical and social environments, as well as 
physical and social heredities, are fundamental. 

9. Standards of Living and Planes of Living. — Standards of living 

express ideals of consumption; planes of living measure realities of con- 
sumption. A standard of living may be regarded as the quantities and 
qualities of food, shelter, clothing, and various other commodities and 
services which an individual, a family, or a group consider necessary to 
happiness and welfare. A plane of living is viewed as those economic 
goods which are actually consumed by individuals and definitely within 
their family budgets. ‘ » 

Standards of living are commonly estimated in terms of money; 
experts speak of the financial costs of maintaining various standards of 
living in different times and places. These estimates are generally based 
on family instead of individual expenditures, for the family is the usual 
unit of economic consumption. 

Economic goods may be divided roughly into three strata, necessities, 
comforts, and luxuries. These gradations are not sharply distinguishable 
but gradually fade into each other like the colors of the spectrum. More- 
over, what is a necessity to one individual may be regarded as a luxury 
by another. The plane of living of an unskilled laborer may include 
little more than the bare necessities of life, while that of his employer 
may include numerous luxuries. There is one plane of living for Mrs. 
Wiggs of the Cabbage Patch and another for her friend the Christmas 
Lady. Between these two extremes are innumerable variations and 
gradations, involving all degrees of comforts. 

Planes of living vary not only among different income groups, but 
also among different nations. Thus we hear of an American plane of 
living, as compared with a European or a Chinese plane of living. Planes 
of living also change from age to age, and the comforts of a middle-class 
family in England today are very different from those of Elizabethan 
gentle folk. 

10. Relative but Material Character. — Standards of living are neither 
ri^d nor absolute. In both its qualitative and quantitative aspects a 
standard of living is a relative concept. There is not one standard of 
living, but there are many. They vary greatly from time to time and 
expand as an individual or a group acquires additional desires and pur- 
chasing power. 

Standards of living are material and social rather than imaginative 
and individual in origin. Although each consumer has personal tastes 
and desires, most economic wants arise from the physical and social 
environments. For illustration, standards of living in cold countries 
include furs and fats; wise consumption in warmer climates takes the 
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form of lighter clothing and food. Social institutions, however, dominate 
economic consumption as rigorously as the geographical environment. 
Mohammedans in the Near East wear fez caps and turbans; the European 
prefers a sun helmet in the tropics. The English drink tea, but the 
Norwegians like coffee, despite their similar physical environments. 

A standard of living is essentially those things to which we are 
accustomed. Dissatisfaction and unrest come only after a comparison 
with different and higher standards of Imng. Thus the savages of 
Africa never realized their blackness until the white man appeared in their 
midst. People do not miss what they have never enjoyed. If it were 
not for this fact and for the existence of tremendous mental and social 
inertia, economic unrest would be more acute and political revolutions 
more common. It is significant that most revolutions have been preceded 
by an intellectual awakening, although precipitated by acute dissatisfac- 
tion with existing conditions. 

Poor people may be happier than rich people, because . happiness is 
essen tially a stete of mind rather than a stage of material well-being. 
Hence the philosopher may object to a commodity measurement of wel- 
fare and insist on psychological tests. The economist, however, finds it 
impossible to measure any such subjective concept as happiness. More- 
over, for most individuals wealth is one very important element in welfare. 
Consequently, the economist is forced to content himself with measuring 
planes of living in terms of commodities and services consumed. ^ Pros- 
perity Js_c^mensurable but happiness is not, wealth is definable but 
welfare is not; hence our materialistic concept of standard of livingr 
Although admitting the fact that man does not live by bread alone, tEe" 
econDmistrrdinqnishes spiritual concepts for analysis by other students 
especTallyTnfCTesfedjn ^hics and a^thetics. ~ 

11. Conditioning Elements. — Planes of living are influenced both by 
what one desires and by what one can purchase. Wants are on one side 
of the scale and wages are on the other side. Differences in income pro- 
duce contrasts in planes of living. 

The general price level is a third conditioning element. Thus econo- 
mists differentiate between real wages and money wages. A miser, 
like Silas Mamer, might find pleasure in counting his gold, but what 
a normal individual desires are the commodities or services which he 
can enjoy. 

Price inflation requires an equivalent increase in money wages if the 
customary standard of living is to be maintained. It has been said that 
prices go up the elevator, while wages slowly climb the stairway. On 
the other hand, price deflation, which increases the purchasing power of 
the workers’ wages, is often accompanied by an economic depression with 
consequent loss of employment. Because of the close connection between 
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price levels and standards of living, Professor Commons has c^ed the 
fluctuation of the currmicy our greatest labor problem. 

12. Characteristics of Economic Wants. — Just as there are wide 
variations in income, so there are great differences in individual desires. 
The satisfaction that various people receive from the consumption of the 
same commodity or service differs enormously. Individual tastes vary 
within socially prescribed and geographically conditioned standards of 
living. For example, civilized man wears clothing; although its general 
character depends on the physical and social environment, an individual 
may choose his own suits. Again, there are personal likes and dislikes 
for particular articles of food produced within a given area.and approved 
by the customs of the group. 

The measurement of standards of living is rendered difficult by the 
diversity and varying mtensity of human wants. One workman may 
regard tobacco as a necessity and curtail his consumption of clothing in 
order to gratify this desire. On the other hand, a factory girl may regard 
silk stockings and fine clothes as essential parts of her standard of living; 
consequently she may stint her food allowance in order to purchase 
stylish garments. One successful businessman accumulates rare works 
of art, while another breeds race horses or buys yachts. 

Human wants have great expansibility, as wdl as wide diversity. 
As the income of an individual increases, his wants generally develop 
simultaneously and proportionately. The newly rich audibly wonder 
how individuals can live without certain things to which they themselves 
have scarcely become accustomed. Civilization has brought to primitive 
peoples formerly unknown desires, such as those for alcoholic liquors and 
cigarettes, cotton cloth and leather shoes, radios and talking machines. 
The new freedom has brought to modem women the habit of smoking 
cigarettes, which commercial advertising pictures as fashionable. 

In the continued consumption of the same economic good, the prin- 
ciple of diminishing utility operates. After a certain point has been 
reached, additional units of that good yield less and less gratification 
until complete satisfaction has been reached. Hence an increasing 
variety of economic goods is desirable in order to offset diminishing 
utility from the long-continued consumption of the same good. 

13. Family Budgets . — Just as a nation or a city must balance its 
expenditures against its receipts from taxation, so the average family 
must balance its purchases against the family wages. Any attempt to 
do this systematically may be called “ makin g a budget.” 

Economic consumption was formerly neglected, but in recent years 
excellent studies have been made of family budgets. The commonly 
accepted unit of measurement is the family of five or four, consisting of 
father, mother, and three or two dependent children. 
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The largest single item in most family budgets has been found to be 
food costs. ProATsions claim almost half the income of the poorest 
families, but onl}'’ a small portion of the income of wealthy families, 
even though they enjoy more and better food. Shelter is the next 
largest item in the family budget. The amount spent for rent increases 
as we go up the social scale, but its proportion, of the total income is more 
constant than food costs. Expenditures for clothing generally rank 
third. Rich people spend absolutely more but a relatively smaller 
portion of their income for clothing than do poor people. Transportation 
may or may not be an important item in the e-xpense account, according 
to the locality considered. Heat and light are other necessary items in 
costs of living. The amount left for all other purposes varies from 
nothing in the case of the very poor to almost half the income of those in 
moderate circumstances and to w'ell over half the income of rich people. 

14. Engel’s Law. — As family income increases, expenditures for the 
necessities of life, such as food, shelter, and clothing, increase, but the 
percentage of the total income spent for such purposes declines. With 
the increase of income, the proportion, as w^ell as the amount, spent for 
all other purposes steadily expands. Indeed, this margin of expenditure 
above the actual necessities of life is regarded as the test of a desirable 
standard of living. In it are included expenditures for recreation, 
amusement, insurance, sa-^dng, and incidentals. Poor people spend 
absolutely less but relatively more for the necessities of life than do rich 
people. They have little margin of e.xpenditure above that for bare 
necessities. 

A German statistician by the name of Engel, in his study of Prussian 
family budgets, Avas the first student to point out the varying proportions 
of income spent for necessities by different income groups. Hence, the 
relationship just described is known as “Engel’s law.” 

16. Differences in Planes of Living. — ^A study of family budgets 
reveals other contrasts in planes of living. .\s a rule, planes of living of 
native communities are higher than those of foreign born, and planes of 
white communities are higher than those of colored. These differences 
in planes of living reflect chiefly differences in wages. 

Within the same income group, how’ever, there are striking differences 
in family budgets. Some immigrant groups, for example, spend rela- 
tively more on food and others relatively more on clothing. Certain 
groups are improvident, whUe others are parsimonious. Within a great 
city there may be immigrant colonies and Negro settlements which 
afford interesting comparisons in planes of living. Each group clings 
to its old customs, as can be seen in characteristic foods, clothing, and 
forms of recreation. The new generation shows its modernized and 
Americanized character by corresponding changes in its planes of living. 
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City and country afford another contrast. City workers formerly 
spent a relatively greater portion of their wages on clothing than did 
those in the country. Thus a comparative study of family budgets would 
show different sets of consumption values. In general, costs of living in 
the country are lower than those in the city. Consequently a higher 
plane of living can be maintained in the coimtry on the same monetary 
income. A small frame house can be rented in the country for the 
amount needed for a few rooms in the city. Again, the cost of some foods 
is relatively lower in the country. The centralization of modern market- 
ing facilities, however, has tended to make the purchases of other foods 
not only more convenient but actually cheaper in the cities than in the 
surrounding country, where these foods are produced but neither proc- 
essed nor packed. 


Classification op Planes of Living 


Income group 

Income range 

Percentage 
of total 

Percentage of income expended 
for particular items 

Percent- 

age 

saved or 
needed 

Families 

Indi- 

viduals 

Popu- 

lation 

In- 

come 

Food 

Shel- 

ter 

Cloth- 

ing 

Other 

items 

Total 

from 

outside 

sources 

Wealthy 

825,000 
and over 

815,000 
and over 

0.6 

19.7 

2.2 

12.0 

5.5 

29.0 

1 

48.7 

51.3 

Well-to-do 

$10,000 

to 

S2S,000 

85.000 
to 

815.000 

1.8 

9.4 

8.6 

20.3 

0.2 

26.4 

64.4 

35.6 

Comfortable 

$5,000 to 
$10,000 

82,500 to 
85,000 

6.9 

13.9 

14.7 

25.6 

11.6 

26.5 

78.4 

21.3 

Moderate urcum- 
etances. 

83 , 000 to 
85,000 

81,500 to 
82.500 

13.7 

18.8 

21.7 

25.1 

13.1 

24.6 

84.5 

15.5 

Minimum comfort 

81.500 to 
83,000 

8750 to 
81.500 

35.7 

26.5 

30.9 

25.2 

14.6 

20.2 

00.9 

9.1 

Poverty subsist- 
ence. 

Under 

$1,500 

Under 

8750 

40.6 

11.7 

49.5 

36.0 

17.4 

22.0 

1 

124.9 

-24.9 

deficit 


Adapted from Ely, Riohard T., of Economies,'* 1937 ed., p. 137, Macmillan, Now York, 

1037. Data derived from tables in “America's Capacity to Consume,” pp. 87-88, Brookings Institution, 
Washington, 1934. Study covers 27,474,000 families and 8,000,000 unattached individuals, 1929. 


16. Changes in Planes of Living. — Studies of American family budg- 
ets show marked changes as well as wide differences in planes of living. 
Workmen and their dependents have been purchasing an increasing 
amount of new commodities and services, in addition to the customary 
necessities of life. A comparison between older and later studies of 
family budgets in the lower income groups shows a relative decline in 
expenditures for food and rent and a relative increase in expenditures for 
clothing and miscellaneous commodities. 
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17 . Classificatioa of Planes of Living. — Classification of planes of 
living is arbitrary but revealing. A pauper-poverty plane of living repre- 
sents a condition of dependency and deprivation, A minimum of sub- 
sistence level implies merely an animal existence with just enough to 
satisfy the chief physical wants. It is a theoretical concept to which 
economists have sometimes resorted. The minimum of health and com- 
fort plane assumes income sufi&cient to maintain living and working 
efficiency. It has also been termed a normal standard of living or a 
standard of health and decency. Above these subnormal and normal 
planes of living are the supernormal planes of the comfortably fixed, 
the well-to-dQ, and the rich living in luxury. 

The table on page 180 classifies various planes of living and analyzes 
consumption expenditures of different economic groups. It clearly 
illustrates Engel’s law. 

18 . Minimum Standard of Living. — ^Attempts have been made to 
draw up minimum standards of living, definitely expressed in terms of 
essential commodities and services. The quantity budget, for example, 
gives amounts and kinds of food, shelter, clothing, and miscellaneous 
items necessary for the maintenance of a desired standard of living; 
the cost budget expresses the same items in monetary terms. 


MmiMtna Standabd of Livinq' 


December 

, 1914 


Percentage 
increase in 
cost 1914 to 
1919 

December, 1919 

Item 

Amount 

Percentage 

Amoimt 

Percentage 

Food 

Bi 

43.0 

91 

$ 821 

42.0 

Clothing 


13.0 

198 

387 

19.8 

Rent 

mm 

18.0 

25 

225 

11.5 

Fuel and light 


6.0 

62 

76 

3.9 

Furniture 

60 

6.0 

175 

13S 

7.1 

Miscellaneous 

160 

16.0 

92 


15.7 

Total 

$1,000 

100 

96 

31,964 

100 


MwiitUy Labor Tteoie/a, July, 1920, p. 8. 


A pioneer study of the minimum quantity standard of living, made 
by the U. S. Bureau of Labor Statistics, was based on a family of five 
(to be exact, 4.9 persons, or the equivalent of 3.3 adults). ‘ Its require- 

‘ IT. S. Bureau of Labor Statistics, “Tentative Quantity and Cost Budget,” p. 6. 
See also Monthly Labor Review, June, 1920, pp. 1-18. 
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ments as to a minimum quantity standard of living may be summarized 
as follows: (1) sufficiency of nourishing food, with especial reference to 
the health of the children; (2) housing in low-rent neighborhoods with 
the minim u m number of rooms consistent with health and decency; (3) 
upkeep of household equipment; (4) clothing of substantial quality but 
with slight regard for fashion; (5) miscellaneous provisions for such items 
as carfare, insurance, medical attention, modest contributions to church 
and fraternal organizations, and limited expenditure for amusement. 

The U.S. Bureau of Labor Statistics expressed the same concept of a 
minimum standard of living also in monetary units. In 1919, it took 
Sl,954 to purchase the same economic goods which could be purchased in 
1914 for $1,000. The table on page 181 gives both amounts and percent- 
ages spent for particular items. 

19. Costs of Living and the General Price Level. — Changes in costs of 
living constitute a special phase of the “dance of the dollar.” The 
significance of changes in costs of living is eloquently told in the minimum 
standard of living, the cost of which doubled in the brief period from 
1914 to 1919. 

A cost-of-living index is a series of percentages representing changes 
in the prices of essential commodities and services. Commodities are 
generally limited to necessities and comforts; they are weighted in favor 
of the former. Such an index is computed from retail rather than 
wholesale prices. Moreover, costs of living include payments for such 
essential services as rent, heat, and light; they cannot be computed 
only from the prices of commodities. Medical and dental bills also 
should be provided for, although most workers in the lower income groups 
neglect matters of health until or unless they suffer serious illness or" 
sudden injury, in which event they are hospitalized in free or low-cost 
wards. Workers pay a considerable share of the public taxes, but they 
do so, for the most part, indirectly in rent of houses and retail prices of 
commodities. 

Some so-called “overhead costs of living,” such as taxes, rent, interest 
on borrowed money, insurance premiums, and utility rates, vary less than 
commodity prices. Hence an index of costs of living may not go up so 
fast or so far during a period of inflation as one of commodity prices. 
Similarly, during a period of deflation, these service costs of living do not 
come down so far or so fast as commodity prices. It is also true that 
retail prices of commodities fluctuate less violently than their wholesale 
prices. 

20. Fluctuations in Costs of Living. — Changes in costs of living 
naturally follow changes in the general price level. The Civil War 
brought price inflation, followed, in turn, by several decades of falling 
prices. Shortly before the turn of the century, the previous trend of the 
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general price level was reversed; instead of continuing to fall; prices began 
to rise. 



Cbabt 31. — Estimated annual average indices of costs of goods purchased by wage earners 
and lower salaried workers (average — 1923 to 1925 •= 100). 

Chart 31 and the following table illustrate later changes in costs of 
living through an index of the U.S. Bureau of Labor Statistics from the 
eve of the First World War to the eve of the Second World War. Chart 


EsTiMATBn Annual Avbbage Indices of Costs of Goods Pubchased by Waob 
Eaknbbs and Lowek Salaried Workers* 

(Average 1923 to 1925 = 100 per cent) 


Year 

1 

Index 1 

Year 

Index 

1913 

57.4 

1926 

102.6 

1914 

58.2 

1927 

100.6 

1915 

58.8 

1928 

99.5 

1916 

63.2 

1929 

99.5 

1917 

74.4 

1930 

97.0 

1918 

87.2 

1931 

88.6 

1919 

101.1 

1932 

79.8 

1920 

116.2 

1933 

75.8 

1921 

103.6 

1934 

78.6 

1922 

97.2 

1935 

80.7 

1923 

99.0 

1936 

81.6 

1924 

99.2 

1937 

84.3 

1925 

101.8 

1938 

83.0 


* n. S. Bureau o{ Labor Statistics, UlmdHy Labor Baiea, January, 1940, p, 140. Based on studies 
in 32 large cities. All items combined. 








184 


SOCIAL ASPECTS OF INDUSTRY 


32 shows the effect of the outbreak of the Second World War on costs of 
living in the United States, Canada, and Great Britain. 



HOLDING DOWN . 
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Chabt 32. — ^Associated Press wephoto. {Courtesy of Assodaied Press.) 


The First World War accelerated the rise in the general price level. 
The peak of inflation was reached in the spring of 1920, when costs of 
living were more than twice as great as they had been just before the 
outbreak of the war and almost three times as great as they had been at 
the opening of the century. There followed a sharp decline in com- 
modity prices between 1920 and 1922. Then ensued a fairly long 
plateau period of relative stability in commodity prices; the inflation 
before 1929 was in security prices and not in commodity prices affecting 
costs of living. 
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From 1929 to 1933, another serious and even more protracted decline 
in the general price level brought costs of living down still farther. 
Nevertheless, postdepression costs of living in 1933 were still above their 
prewar level of 1913. Recovery measures artificially stimulated prices 
and temporarily increased costs of living. There was a short business 
recession from 1937 to 1938, which slightly reduced prices. Finally, 
the outbreak of the Second World War caused an increase in commodity 
prices and a rise in costs of living. A sudden scarcity of materials devel- 
oped, and the menace of inflation was revived. 


inni 
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ChjlRT 33. — Relative changee in coats of conatituent items in standards of living. 
{Prepared from indieee oS Unit^ Slatee Bureau of Labor Statietice. Reproduced from Nea 
York Times, Sunday, July 30, 1933.) 

21. Relative Changes in Costs of Particular Items. — ^The rapidity and 
intensity of changes in the prices of component items in family budgets 
are as interesting as changes in the composite whole. Chart 33 pictures 
relative changes in the costs of three important items, viz., food, shelter, 
and clothing, in relation to each other and to costs of living in general. 
Costs of clothing rose higher and faster than those of cither of the 
other two important items in costs of living during the inflationary period 
from 1914 to 1920. Food prices rose about as high and as fast as the 




186 


SOCIAL ASPECTS OF INDUSTRY 


general cost of living. This is natural in view of the fact that food con- 
stitutes such an important item in the family budgets of those in moderate 
circumstances. Indeed, a refinement of money wages into real wages by 
means of a retail food-price index is not so crude as is commonly sup- 
posed. The cost of housing, in contrast, did not begin to rise appreciably 
until several years after the other elements had begun their more prompt 
upward movement; nor did it rise so high as the other elements in costs of 
living, particularly clothing. 

In the price decline from 1920 to 1921, the costs of food and clothing 
fell precipitously. On the contrary, the cost of housing continued to 
advance, but at a much more moderate rate. The postwar housing 
shortage cordd not be met so promptly nor so easily as the temporary 
scarcity of food and clothing. 

During the depression years from 1929 to 1933 the costs of food and 
clothing again fell rapidly. The cost of housing declined more slowly; 
this decline, however, had begun even before the crash of 1929. Food 
was the only item in costs of living that went all the way down to its 
prewar level; its 1933 index was even below that for 1913. 

Inflation followed by deflation may be the economic tendencies during 
and after the Second World War, as they were during and after the First 
World War. If so, relative changes in the costs of particular items may 
follow a somewhat similar pattern. The Second World War, however, 
brought stronger attempts at price fixing and commodity rationing. 

22. Inadequacy of Wages. — Nximerous attempts have been made to 
estimate the sum necessary to maintain at a given time a decent standard 
of living for an American family. These estimates have been paralleled 
by studies of the wages received by various groups of workers. Although 
these findings differ from time to time, from place to place, from 
industry to industi^’’, and from investigator to investigator, nearly 
all of them reveal the persistent inadequacy of the wages of a large 
portion of our adult male workers to maintain a family at a decent 
standard of living. Considerable poverty has existed in prosperous 
America. Women and children have gone to work to supplement the 
family income. 

The student is not advised to memorize these ephemeral estimates 
of standards of living, nor the details of the various wage studies which 
accompany them. Some of the most typical and most important have 
been quoted* from the vast number of such studies made by private and 
public agencies. 

It is only by tracing this problem over many years, through periods of 
rising prices and of falling prices, and during times of prosperity and of 
depression, that the inadequacy of a family wage can be discerned for 
many groups of adult male workers. 

• A general survey of previous studies of wages and costs of living is given by A. 
Kpstein in his article entitled, “Have American Wages Permitted an American Stand- 
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23. Early Studies of Wages. — The Reverend John A. Ryan* estimated 
in 1903 that the sum of S600 was the minimum on which a decent standard 
of living could be maintained by a family. His study of the wages of 
approximately 4 million adult male workers in manufacture and trans- 
portation convinced him that over half of them were receiving inadequate 
wages to support a family according to his own estimate of the monetary 
cost at that time of such a minimum standard. 

Dr. Scott Nearing^ concluded, in 1913, that a man, wife, and three 
children, seeking to maintain a decent standard of living, required $700 
a j’ear in Southern states and $750 in Northern states. In larger cities, 
where rents were higher, $100 a year more were required. His estimate 
of 1913 is typical of others of the same year. Nearing’s study of the 
wages received by many workers at that time showed their inadequacy. 
This belief was confirmed by other, later, independent studies. Thus the 
Pennsylvania Department of Labor and Industry estimated that the 
average male wage in 1914 was $14.40 a week or 8720 a year. The New 
York Industrial Commission gave the average wage in that state in 1915 
as $12.85 a week or $668 a year. The U.S. Commission on Industrial 
Relations, Report of 1916, estimated that from two-thiids to three- 
fourths of the male industrial workers over eighteen years of age ivere 
receiving less than $15 a week or under $780 a year, and that only one- 
tenth of them, were recemng over $20 a week or more than $1,040 a year. 

24. Inadequacy of Wages during the First World War. — Costs of 
liAung, which had been slowly rising in the opening years of the twentieth 
century, rose still more rapidly after the outbreak of the First World 
War in 1914. With the entrance of America into the war in 1917, prices 
in this country jumped. Estimates of minimum standards of living 
became obsolete vdthin a few months. 

Professor Ogburn’ made an analysis of the standard of living of 
governmental employees in the District of Columbia in 1916. He con- 
cluded that an average family of man, wife, and thi'ee children was in 
debt if their annual income w'as less than $1,155. In 1918 he estimated for 
the National War Labor Board that $1,386 was essential for a minimum 
subsistence level and $1,760 for a minimum comfort standard of living. 

The National Industrial Conference Board, an organization of 
employers, reached the conclusion in 1919 that in Massachusetts about 
$1,386 was nece.ssary for the support of a family of five. A more liberal 

ard of Living?” It was published in the Annals of the American Academy of Political 
and Social Science, September, 1921. 

* Rtan, J. a., “A Living Wage.” 

• Neahing, S., “Financing the Wage Earner’s Family.” 

•Ogbuhn, W. F., “Movement of the Cost of Living and Wages,” Annals of the 
American Academy of Political and Social Sciences, vol. 81, 1919. 
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budget, which included some provisions for insurance, was fixed at about 
$1,658. The Amalgamated Clothing Workers at that time insisted that 
$2,500 was essential for a family income. 

A survey of wages during this period of rapidly rising prices is even 
more bewildering than one of mininnmn standards of living. It was 
demonstrated in the last chapter that there is considerable difference of 
opinion as to the course of real wages during the war. The money wages 
of different economic groups increased at such varying rates and in such 
different ratios that any sweeping generalization is misleading, if not 
inaccurate. It would seem, however, that, in spite of our wartime pros- 
perity, many individuals received insufficient income to maintain former 
standards of living, and some families suffered actual poverty. Perhaps 
the strain was greatest on the salaried groups, whose monetary incomes 
increased but slightly and whose real incomes therefore declined. Con- 
siderable retrenchment was necessary in customary standards of living. 
Similarly, certain groups of unorganized manual laborers received insuffi- 
cient real income to maintain minimum standards of living. 

The idea that all workers received fabulous wages during the First 
World War is as incorrect as it is common. This economic legend can be 
traced to the great rise in prices which required \mprecedented monetary 
expressions for the wages of common labor. Perhaps it is due also to the 
extravagant consumption of those groups of workers who did enjoy 
temporary prosperity at a time when other groups were suffering relative 
hardships. The preceding chapter explained that great discrepancies 
in the course of real wages during this period of inflation developed 
between wage earners and salaried groups, between industrial and agri- 
cultural labor, and between organized and unorganized workers. There 
were also important differences in wages in “essential” and “non- 
essential” industries. 

The investigation of our national income by the National Bureau of 
Economic Research, ‘ referred to in the three previous chapters, revealed 
that average incomes in mining and transportation, occupations pre- 
dominantly those of adult males, were $1,283 and $1,286, respectively, 
in 1918. Hence they were lower than the minim um required for decency 
and far below the comfort level. The general findings of the National 
Bureau of Economic Research as to incomes received in 1918 indicated 
that the prewar problem of inadequate wages had not been eliminated, no 
matter what the trend of real wages had been. Thus, there were over 
14 million individuals receiving annual incomes of $1,000 or less; over 
12 million receiving incomes between $1,000 and $1,500; and over 5 
million individuals receiving incomes between $1,500 and $2,000; i.e., 
a total of about 32 million individuals receiving annual incomes under 
^ National Bureau of Economic Research, "Income in the United States,” p. 102. 
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$2,000. It is safe to assume that most of these small incomes repre- 
sented wages. Although many of these receivers of small incomes were 
women and single men, most of them were married men with dependent 
families. 

The U.S. Bureau of Labor Statistics* in 1919 made an extensive 
study of wages in twenty-two fairly typical manufacturing industries 
throughout the country. The average weeklj’- earnings of male employees 
therein were found to vary from slightly under $20 to slightly over $30 a 
week. The yearly average was about $1,330. A similar investigation 
of miners’ wages at the same time by the same body showed interesting 
variations, but about the same general 3 'early average. Irregular 
employment and underemployment in the mines reduced high wage rates 
to rather meager earnings. Thus the problem of inadequate wages had 
not been eliminated in 1919 in manufacturing or mining. The incomes 
of most heads of families were still insufficient of themselves to maintain 
a comfortable standard of living for a famUj^; many were insufficient to 
maintain a minimum standard of decent living. 

25. Inadequacy of Wages during Postwar Prosperity. — The period 
between the minor depression of 1921 and the major depression of 1929 
to 1933 was one of great prosperity, as well as one of relative stability in 
commodity prices. Nevertheless, the new industrial revolution was 
characterized by a rising tide of technological unemployment, even before 
the deluge of cyclical unemploj’’ment during the depression. Although 
the real w'ages of employed industrial workers rose between 1922 and 
1929, this period was not one of prosperity for agriculture, as shown in 
the previous chapter. 

Even in industry itself, numerous bad spots remained in some basic 
occupations. Labor in the steel industry had not yet been organized, 
and the postwar strike for improved conditions failed. The bituminous 
coal fields of West Virginia were unorganized and the organized areas in 
Pennsylvania lost heavily during several unsuccessful strikes. In 
numerous manufacturing Industrie the open shop made considerable 
progress at the expense of the closed shop. During the same period, 
company unionism grew rapidly in membership, while trade unionism 
enjoyed only a modest increase in membership. Industrial unionism was 
then unimportant. 

The new industrial revolution was accompanied by a relocation of 
industry, as illustrated by the movement of the cotton-textile manu- 
factures from New England to the Piedmont section of the South, where 
wages paid were below the general standard of the industry. The figures 
of the Census of Manufactures for 1923 showed a yearly average of 

* “Industrial Survey in Selected Industries in the United States in 1919,” Bulletin 
265, pp. 37-38, May, 1920. 
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$641.97, or a weekly average of $12.35, for the cotton-mill workers of the 
leading industrial states of the South. The figures of the Bureau of 
Labor Statistics for 1926 have been paraphrased as follows: 

John South Carolina gets $10.35 a week, while William North Carolina, who 
represents the best paid of the southern groups, receives $13.66. If we ask how 
the Carolinas succeed in making both ends meet, we find that they count upon 
three pay envelopes instead of one. Without the pay envelopes of the older 
children they could not live.* 

Even in the North there was a definite movement of the lighter indus- 
tries from the larger cities into the smaller towns. Very gften it was a 
movement from organized and higher wage communities to unorganized 
and lower wage areas and from states with advanced labor legislation to 
those with lower standards of economic well-being for their workers. 
The result was considerable distress and poverty in both old and new 
industrial areas. 

26. Collapse of Standards during Great Depression. — In the depres- 
sion from 1929 to 1933, labor lost whatever gains it had made during the 
new industrial revolution. Employment was curtailed and wage scales 
were slashed. Consequently earnings feU seriously. Chart 30 in the 
previous chapter illustrates the decline in per capita money income of 
wage earners in selected industries from a 1929 high of $1,406 to a 1932 
low of $959, or by about one-third. Meanwhile, costs of living declined 
only from a 1929 index of 99.5 to a 1932 index of 79.8 (average 1923 to 
1925 = 100), or by about one-fifth. 

Social standards of economic well-being, built up slowly in previous 
decades, suddenly gave way or slowly crumbled. Many families were 
forced to reduce their planes of living from a luxury to a comfort level, 
and others from a comfort level to one of bare necessities. Still other 
families, many of which had been living previously at a minimum stand- 
ard, fell into poverty or even into pauperism. Billions of dollars were 
expended for public relief, and millions of individuals ceased to be 
self-supporting. 

27. Industrial Codes and Recovery Period. — The National Industrial 
Recovery Act was designed to provide work for the nuUions of imem- 
ployed and to restore purchasing power to the great masses of our pop- 
ulation, in order to achieve the following related economic and social 
objectives: (1) the creation of an effective demand, rather than an 
impotent desire, for the products of om farms and factories, and (2) the 
restoration of decent standards of living to many families by giving them 
work instead of charity. 

* Blanshabd, P., “Labor in Southern Ck)tton MiUa,” quoted in ATneriean Labor 
Legislation Review, March, 1928, p. 43. 
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In order to remedy former abuses of sweating workers and under- 
cutting wages, the new industrial codes attempted to specify Tninimnm 
wages for a given group of workers in a specific industry in a particular 
geographical area. The ideal was that of voluntary agreement in the 
payment of a living wage and the elimination of establishments which 
could not, or would not, pay at least a minimum wage. During the 
summer months of 1933, great industries like steel and cotton, chronic 
offenders in the matter of hours and wages, worked out their “voluntary” 
codes under steady pressure from the Federal Government. 

President Roosevelt’s blanket code, for use by industries until or 
unless they formvilated satisfactory ones for themselves, contained the 
following provisions concerning wages. It was forbidden to pay any 
employee covered by the act less than $15 a week in cities of more than 
500,000 and in the trade areas about them, or less than $14.50 in cities 
between 250,000 and 500,000 population, or less than $14 in cities between 
2,500 and 250,000 population, or to increase wages by less than 20 per 
cent of those receiving less than $12 a week or by less than the amount 
necessary to bring wages up to $12 in towns of less than 2,500 population. 

For those employees working on an hourly rather than a weekly 
basis, the blanket code of 1933 prohibited the payment of less than 
40 cents an hour, unless the hourly rate on July 15, 1929, was less than 
40 cents an hour, in which case this former rate was to be restored, pro- 
vided that it was not less than 30 cents an hour, below which rate it was 
forbidden to go. Employees paid by piecework, rather than by time, 
could be paid more but not less than these minimum-wage rates. 

The blanket code of 1933 further provided that compensation for 
employment in excess of the minimum wages hereby agreed to should not 
be reduced, even if hours were reduced by the share-tbe-work movement 
reducing the length of the working day or week. In other words, the 
same earnings were to be maintained for shorter hours by a proportionate 
increase in wage rates. 

The National Industrial Recovery Act was declared unconstitutional 
by the Supreme Court in 1935.* It was superseded in 1938 by the Fair 
Labor Standards Act, providing minimum wages and maximum hours. 
This law will be treated in the next chapter. 

28. Economic Possibility of Increasing Wages . — A review of estimates 
of actual wages paid during the past generation in terms of the wage 
provisions of the industrial codes is informative. It gives an idea of the 
gigantic proportions of the attempt of the National Industrial Recovery 
Act to restore purchasing power and standards of living after the ravages 
of the great economic depression of 1929 to 1933. The wide gap between 
what had been paid out in the national wage bills of past years and what 

^ Schechter Poultry Corporation v. Uniied States, 295 U.S. 495, 1935. 
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was proposed to be paid out in future wages under the new industrial 
codes is striking. 

The economist contends that increased earnings create increased 
purchasing power and increased demand for the products of indiistry, 
which, in turn, provide funds to pay the increased wages. It is difficult, 
however, to pay increased wages out of decreased production and in the 
face of a decline in the general price level. The extensive public-works 
projects, provided for in the National Industrial Recovery Act, were 
regarded as a means of priming the stalled motor of private industry. 
It was hoped that thereby the good cycle of increased production and 
consumption could be substituted for the vicious circle, of decreased 
production and consumption. 

Meanwhile, the employer was puzzled as to how he could absorb or 
pass on the higher costa of his increased pay roll. Demands for some 
commodities and services are so elastic that a slight increase in price 
results in a great decrease in quantity sold. On the other hand, increased 
wages may act as such an incentive to workers that productivity or output 
per man-hour may be increased. In such an event, labor costs, or 
wages per unit of output, may be decreased. Low labor costs give 
employers a competitive advantage, but high labor costs put them at a 
competitive disadvantage. Higher wages do not necessitate propor- 
tionately higher labor costs and proportionately higher commodity 
prices. 

29. Economic Problems of Low Wages. — Industrial inefficiency is a 
cause of low wages, but it is not the only cause. Again, increased 
productivity has often been penalized by decreases in wage rates instead 
of rewarded by increases in earnings. Finally, low wages and low 
standards are causes, as well as results, of industrial inefficiency. 

Low wages not only reduce efficiency but also create discontent. 
Social unrest finds a fertile soil in the fields of poorly paid and irregularly 
employed workers. If the present economic order offers no guaranty 
of a decent standard of living in return for faithful and honest effort, 
no harm can come by revolutionary changes. Discontented, discouraged, 
and disappointed workers become ready listeners to the glowing promises 
of radical leaders. On the other hand, steadily employed and adequately 
paid workers, who are able to own their small homes and to maintain 
decent standards of living, form a conservative element within the 
community. 

30. Social Effects of Inadequate Wages. — The social effects of low 
wages are poverty and subnormal planes of living. These, in turn, 
create other problems, such as those of women and children in industry. 
Insanitary housing and insufficient food, clothing, and medical attention 
are concomitants of low wages which result in an increased death rate. 
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Infant mortality is a fairly accurate barometer of planes of living. In 
certain American cities it was fo\md to vary iaversely, within certain 
limits, with the size of the family income. It was twice as great in the 
lowest income group as in the income group whose earnings were con- 
siderably higher. Hence it has been suggested that the low wages of the 
heads of many families be termed a “djdng w'age” rather than a "living 
wage.” Chart 34 tells the story. 

The inadequate wages of the heads of families cast their shadows over 
the lives of those children w’ho manage to sirrvive. Thus a large portion 
of poor children of preschool age and of school age have been found to 
be undernourished. Many suffer from serious but remedial physical 
defects. The money which is spent for food and medical care often is 
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Chabt 34. — ^Infant mortality according to fathers' earnings. Eight American cities. 
(Chart drawn /rom data compiled from Chief of the Children’s Bureau, Sixth Annual Report, 
p. 11, 1918.) 

woefully inadequate. Hence certain cities have maintained the free 
distribution of milk, soup, or other foods to undernourished school 
children. Again, the physical examination of school children has been 
supplemented by free medical and dental services in the case of those 
unable to pay. Although ignorance and indifference play an important 
part in iU-health, the significance of inadequate wages cannot be escaped. 

31. Criticism of a Family Wage. — The presence of several million 
women and children in industry, as well as the large number of single 
men employed, raises the question as to what extent, if at all, the assump- 
tion of a family of five, dependent on one wage earner, is correct for the 
measurement of the adequacy of wages. This may be a splendid social 
ideal, but it is at variance with the facts. 

The average size of the American family is not five, but about four. 
To be exact, the average has declined steadily from 4.4 in 1920, to 4.1 in 
1930, and to 3.8 in 1940. The assumption of two children and not three 
children per family is borne out by statistics. The 1930 census showed 
about 36 million children under fifteen years of age out of a total popula- 
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tion of 123 million persons, whereas the 1940 census revealed only 33 
million children under fifteen out of a total population of 132 million; 
i.e., fewer children in a larger population. 

In spite of these statistical refinements, however, the fact remains that 
there are many individuals who are solely dependent on their own earnings 
for the support of their families. Moreover, the size of the family is 
generally greatest in those economic groups which suffer most from low 
wages. Averages mean little when they result from merging dissimilar 
groups. On the one hand are many childless families made up of two 
or more gainfully employed adults. On the other hand are many large 
families with numerous dependent children. , 

Summary. — The term “poverty” may be used in a comparative sense 
to refer to those groups in society with the smallest income. It may 
also be applied to those whose incomes are too small to permit the 
maintenance of health and working efficiency. In contrast to the poor, 
paupers are those individuals who are recipients of charity, either at 
home or in institutions. 

The extent of poverty is difficult to determine, because there are no 
absolute standards by which deviations from a normal can be measured. 
The phrase “the submerged tenth” has been used to express the com- 
parative nature and the wide extent of poverty. Still more recently, 
the expression “a third of the nation” has come into common use with 
reference to the numerous underprivileged groups in our lower income 
classes. 

The problem of pauperism and the relief of the poor belong within 
the domain of sociology, but the economist must consider those objective 
causes of poverty resident in the economic environment. Poverty is 
now regarded as a social disease instead of a moral virtue. The former 
attitude toward it was that of almsgiving, but the modern scientific 
aim is the elimination or reduction of the chief causes of poverty. 

Causes of poverty in our economic organization include low wages, 
unemployment, industrial accidents, occupational diseases, super- 
annuation, and other kindred industrial maladjustments, many of which 
will be treated in the following section of this book. 

Individual or subjective causes of poverty may be illustrated by 
shiftlessness, sickness, and feeble-mindedness. These factors are con- 
centrated within the social debtor groups; they are also diffused over 
society as a whole. These individual causes of poverty reflect objective 
causes in the social environment. They determine the incidence of 
poverty rather than its existence; i.e., the composition of the poor 
group. 

A standard of living includes those commodities and services to which 
one is accustomed and which therefore he desires. A plane of living is a 
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more realistic measure of economic consumption; it includes only those 
goods which an individual or a family actually consumes. Economic 
goods may be classiOed into necessities, comforts, and luxuries. Stand- 
ards of living and planes of Ihung, like poverty itself, are relative. They 
vary from age to age, from place to place, and from group to group. 

Standards of living are conditioned by one’s desires and by one’s 
purchasing power. Family budgets represent an attempt to balance 
expenditure against income. The commonly accepted unit of measure- 
ment is the family. In descending the economic scale from the higher to 
the lower income groups, the amount spent on necessities decreases, 
but their relative share of the total expenditure increases. After 
food, shelter, and clothing have been budgeted, little remains for 
incidentals, comforts, and savings. 

Planes of living have been classified as the paupeivpoverty level, 
the mi n imum of existence level, the minimum of health and comfort 
level, and the normal level of health and decency. Various attempts 
have been made to draw up a minimum standard of living, expressed in 
terms of certain quantities and qualities of particular commodities and 
services. Minimum planes of living, however, are generally stated in 
terms of their monetary costs in a specific place and at a particular time. 
Fluctuations in the general price levd and changes in costs of living 
necessitate frequent revisions in monetary estimates of a mi nimum 
standard of living. 

Numerous studies of wages in relation to costs of living testify to 
the persistent inadequacy of the family wages of a large portion of our 
laboring population. Although the general trend of real wages before 
1929 was upward, the wages of many adult male workers were insufficient 
of themselves to maintain a family in comfort and even in decency. This 
conclusion is verified by numerous studies of wages in relation to costs of 
living in different places and at various times, under rising and falling 
prices, in periods of prosperity as well as business depressions. 

Low wages have serious economic effects. They constitute small 
purchasing power and slight economic demand. Inadequate wages for 
the many and large fortunes for the few produce glaring economic con- 
trasts between dire poverty and conspicuous consumption. Although 
overproduction in a general, unqualified sense is impossible, great 
economic inequality may result in grave underconsumption and over- 
investment, which, in turn, may induce, accelerate, or accentuate the 
depression phase of the business cycle. Again, low planes of living are 
the cause as well as the result of industrial inefficiency. 

Inadequate wages have equally serious social effects. The insuffi- 
ciency of the wages of many married men means that they must be supple- 
mented by the meager earnings of other members of their families, many 
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of whom should be at home or in school instead of industry. Low wages 
also result in low planes of living, which menace the health, safety, and 
welfare of the community. An inverse correlation has been established 
between infant mortality and the wages of the fathers of those families. 

Questions for Biscussion 

1. a. Distinguish between poverty and pauperism. 

6. Why are their determination and differentiation difficult? 
c. Indicate the extent of each. 

2. a. Outline some economic causes of poverty. 

Z>. Show the significance of each. 

3. a. What is the distinction between subjective and objective criuses of poverty? 
6. Is it valid and vital? Why or why not? 

4. a. Outline some subjective causes of poverty. 
b. Evaluate the significance of each. 

5. a. Contrast the old with the new attitude toward poverty. 
b. What does this change of attitude involve? 

6. Defirie plane of living and standard of living. Distinguish one from the 
other. How are they related to each other? 

7. a. Why and how are standards and planes of living relative? 

6. To what extent are they social in character? 

8. a. What are the chief conditioning elements in standards and planes of living? 
6. Show the significance of each element. 

9. a. What do you understand by a budget and by a family budget? 

6. What should a family budget include? 

10. State Engel’s law and explain its significance. 

11. a. Outline various planes of living. 

b. What do you understand by TniniTnum standard of living? 

c. How may it be expressed? 

12. a. What do you understand by a family wage? 

6. Is it a practical and desirable social concept? Why or why not? 

13. What evidence have you that the wages of a large portion of our adult male 
population have been insufficient to support a family? 

14. Is the problem of inadequate wages one of insufficient production, or one of 
inequitable distribution, or both, or neither? Give reasons. 

15. a. Give some economic effects of low wages. 

6. Outline some social consequences of inadequate wages. 

Topics for Discussion 

1. Early studies of poverty by Booth, Rowntree, and Hunter. 

2. Aims, methods, and accomplishments of charity organization societies. 

3. Philanthropy or social insurance in relation to poverty. 

4. Concept of a family wage of Professor Douglas and others. 

5. Methods and conclusions of several investigations of planes of living. 

6. Prepare a budget of your own income and expenditure or of those of your 
own family. 

7. Collapse of standards of living during the great depression. 

8. Attempts to restore planes of living under the National Recovery AdminiS' 
tration. 
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9. Relief programs of the Roosevelt administration. 

10. Effects of First and Second World Wars on planes of living. 
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CHAPTER IX 


INDUSTRIAL STRAIN AND FATIGUE 

INCREASED LEISURE AND IMPROVED WORSING CONDITIONS 

1. Industrial Exploitation. — Increased eflSciency and improved pro- 
duction liave,not been followed by commensurate gains in human con- 
servation. Industrial exploitation has dogged the steps of economic 
progress. Long hours of work, as well as inadequate wages, have been 
common among large groups of unskilled workers. Moreover, modern 
economic life has been characterized by new dangers, increased strain, 
and decreased security, against which protective devices and social 
insurance have developed slowly. Children have toiled in factories, 
while adults have walked the streets in search of work. In the absence 
of intelligent planning of industry, unemployment and underemployment, 
industrial accidents and occupational diseases have taken heavy human 
toll. These are social challenges to the alleged efficiency of modern 
industry. These are social problems of industrial exploitation and human 
conservation to be discussed in this section of the text. 

2. Human Conservation. — ^Just as poverty is the opposite of pros- 
perity, so exploitation is the antithrais of human conservation. Exploita- 
tion involves the sacrifice of producer to product and of people to profits. 
Human conservation reverses this order and relates social welfare to 
economic production. 

A slave civilization, resting complacently on the foundations of 
economic exploitation, frankly sacrificed the welfare of the slave to the 
wealth of his owner by preserving and protecting property rights in 
human capital. The alternate possibilities of increased longevity of 
slaves under humane conditions or increased productivity of crops with 
frequent replacement of slaves were pecuniary problems, the solution 
of which involved only a comparison of the cost and keep of slaves with 
the price of cotton or molasses. 

Modern civilization, however, professes that all men are free. Capi- 
talism has been defined as a system of economic liberalism and individu- 
alism. But legal freedom of contract has not given sufficient protection 
against industrial exploitation; nor has greater political liberty brought 
adequate social security. 

Human conservation asserts the heresy that men are more valuable 
than coal or iron, that convalescent mothers mean more to society than 
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contented cows, that the annual baby crop deserves more care than 
the annual wheat crop, and that wholesome girls are more to be desired 
than cheap paper boxes. But specific realities differ from sweeping 
platitudes, and particular cases present exceptional obstacles to these 
general rules. Therefore the unscrupulous continue to exploit the help- 
less. Even the humane employer must find some profit in each worker 
or else he will not employ him. He must keep labor costs down in order 
to compete with other enterprisers or he will be forced to retire from 
business. In this ruthless price competition, standards are lowered 
and workers are exploited under the freedom of modern capitalism. 

The impersonality of industry is as much to blame as the competitive 
system. The modern employer, perhaps an officer in some great cor- 
poration, does not feed and shelter his workers, as did the small plantation 
owner his slaves, many of whom he knew as individuals. The absentee 



Cbabt 35. — Triangle of industrial exploitation. 


capitalism of today is more analogous to the absentee landlordism of the 
past, except that modern workers are free to live, or to die, or to move. 
Under the wage system workers must maintain themselves and their 
families on their own earnings, many of which have been inadequate to 
provide even minimum standards of living. The unemployed, the sick, 
and the superannuated workem have rarely been regarded as the 
employer’s personal responsibility; they have been dropped upon the 
human scrap heap of industry, where they have languished until or unless 
provided for by their friends, families, or co mmuni ties. 

3. Chief Forms of Industrial Exploitation. — ^Low wages, long hours)' 
and poor working conditions have together closed the triangle of indus- 
trial exploitation; this combination of maladjustments has constituted a 
triple threat against human conservation. 

The preceding chapter showed the inadequacy of the wages of a 
large portion of our adult male workers to maintain decent standards of 
living for their families. The present chapter will complete that picture 
by showing that conditions of work have often been worst and hours of 
labor longest among those economic groups which suffer most from low 
wages. This analysis, like that of preceding chapters, will be limited 
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chiefly to adult male workers. The special case of women and children 
will be taken up in the next chapter. 

The following discussion will consider. first the character of working 
conditions and then the length of the working day. It will attempt to 
show that Jjetter working conditions and shorter hours are not ouly 
desirable but also attainable. 

4. Power Machinery and the Working Day. — The invention of power 
machinery has made possible both an increase in economic goods and a 
decrease in hours of labor. Modem technology offers not only the 
prospect of greater prosperity, but also the promise of more leisure. 
Because of the gains of the industrial revolutions — ^new as well as old — 
more wealth than formerly can now be produced in less time. 

Power machinery has changed the character of the working day, as 
well as reduced its length. The physical labor of workers has been eased 
by mechanization, but mental strain has been intensified. The machine 
has brought new dangers and additional discomforts. Extreme spe- 
cialization within industry has led to repetitive operations and to routine 
procedures, bringing fatigue to body and monotony to mind. 

6. New Strain in Industry. — ^The long working day is very old, but 
the great strain of modem industry is relatively new. Present methods 
of production differ sharply from those in use before the introduction 
of the factory system. Automatic devices have lessened the demand 
for brute strength and even for painfully acquired knowledge or patiently 
developed aptitudes. Instead of the braum and skill required by the 
hand tool, power machinery demands continuous alertness and dexterous 
rapidity. Craftsmanship favored the mature worker, but the machine 
calls for youth. 

Speed has increased the physical dangers of industry; mental strain 
is still further intensified. Again, “ improved ” processing of commodities 
often involves disagreeable conditions for workers, who must handle 
unpleasant things in artificial environments. 

Modem industry is characterized not only by a monotonous division 
of labor and by a rapid rate of speed, but also by numerous other objec- 
tionable features, such as great noise, intense heat, a foul atmosphere, and 
extreme dampness. In many machine shops and textile factories the 
crash of the machines and the thud of the looms are so loud that it is 
necessary to shout instructions at the top of one’s voice in order to be 
heard. The heat of blast furnaces, the grease and giime of machine 
shops, and the odor of fertilizing plants are notorious. Some workers 
in slaughterhouses must wear boots to protect themselves against the 
pools of blood in which they are forced to stand continuously. 

6. Mechanized Men. — The muscular exertion required of the worker 
today is probably less than ever before, because of the substitution of 
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power machinery for human arms and legs. But the nervous strain of 
industry has been greatly increased. Some of the chief reasons for the 
fatiguing character of modem production, as just stated, are its intense 
speed, its dull monotony, and its incessant noise. Constant attention, 
continuous alertness, and physiological adjustment to an automatic 
rhythm are as tiring as great muscular effort. The menace of physical 
danger and the compulsion of the machine can increase this nervous 
tension to the point of physical exhaustion. 

The extensive use of power machinery has been accompanied by an 
intensive division of labor. Minute specialization of factory work 
often resolves itself into sin endless repetition of the same act, as, for 
illustration, the operation of a punching machine or a drill press. A 
worker in an automobile factory, to give another illustration, may 
merely tighten a particular nut on a certain bolt, as the automatic con- 
veyer carries the parts of the automobile from one worker to another. 
One laborer in a packing house sticks pigs all day long, and another 
worker fastens labels on endless cans of lard which are automatically 
fed to him at a rapid and steady pace. 

The adaptation of the human mind and body to the automatic rhythm 
of the machine involves a nervous and physical adjustment which is 
fatiguing even under the best of conditions. Although original thought 
is not required, constant attention and continuous alertness involve a 
heavy mental strain. This nervous strain and physical fatigue are 
intensified as the speed increases — often at a disproportionately rapid rate. 

Although most workers gradually become accustomed to their working 
conditions, laborers are, nevertheless, men and women and not autom- 
atons, creatures of flesh and blood and not robots of iron and steel. 
The speed and strain of modem industry, accompanied by its many 
dangers and disagreeable features, are responsible for the physical 
fatigue and nervous exhaustion of the workers, which often end in 
general superannuation or specific occupational diseases. 

7. Speeding Up, Stretching Out, and Pace Setting. — Machinery makes 
it possible to speed up workers to their greatest exertion by forcing the 
human eyes and fingers to keep pace with those of electricity and steel. 
In some automobile factories, for illustration, automatic conveyers 
have been geared deliberately to the rate of speed which corresponds 
to that of the fastest laborers. Workers, new or old, who could not main- 
tain “the pace that kills” were forced to quit. 

Stretching out the duties of workers has been another way of speeding 
up their movements and of straining their energies. The “stretch-out” 
was common in the textile industries. The number of spindles tended 
by spinners or looms by weavers was increased to the utmost capacity 
of those machine operators. 
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The plan followed in certain phases of the manufacture of steel was 
ingenious and typical. Recourse was made to pace setting by the 
employment of especially’ fast workers. Each worker was forced to 
keep up \nith other workers in his gang. Otherwise, the flow of work 
would be impeded and the slow worker would be hurried by the con- 
spicuous congestion about him. Moreover, the output and speed of 
each gang were constantly compared with those of other gangs, in order 
to discover m which parts of the organization output was falling behind. 

Finally, piecework is a device to speed up employees because they 
are paid by the number of completed and accepted units. 

8. Industrial Fatigue and the Accident Rate. — Fatigue is physiologi- 
cal; it results from a toxin in the blood which is produced by continuous 
physical or mental exertion. Rest and change are imperative, in order 
to permit nature to do her healing work of recuperation by rebuilding the 
worn-out cell tissue. 

The more strenuous the occupation, the greater the need for a short 
working day and for sufficient leisure time for the toxin of fatigue to be 
removed. But the most strenuous and monotonous occupations are 
those which have been characterized by the longest hours of uninter- 
rupted labor. Unskilled and unorganized workers have been the chief 
victims of this type of exploitation. 

The fatigue point is highest during the last few hours of continuous 
toil. Hence this period is productive of numerous industrial accidents. 
As the forenoon progresses and the number of hours of continuous labor 
increases, the accident rate rises. There is naturally a falling off of 
industrial accidents during the lunch hour, but the rate rises again in 
the afternoon hours to even higher levels than those of the forenoon. 
This situation is illustrated in Chart 36 on the next page. 

9. Prevention of Excessive Fatigue. — The long day and the severe 
strain of industiy have combined to produce temporary fatigue and 
eventual superannuation. Their amelioration or elimination requires 
both a reduction in the number of hours of continuous employment and 
an improvement in working conditions. Especially fatiguing work 
necessitates shorter hours and more rest periods. Very monotonous 
labor calls for relaxation and variation. Dangerous tasks require 
special additional precautions. 

Progressive employers have taken precautionary measures to guard 
their workers against extreme fatigue growing out of the strenuous, 
monotonous, and protracted conditions of their employment. Some 
have utilized brief recess periods for physical exercise in the case of 
sedentary workers and for complete relaxation in the case of manual 
laborers. In most large establishments, however, continuous operation 
is nec^itated by the use of power machinery, by the nature of the 
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industrial process, and by the interdependent character of business 
organization. 

Where extreme specialization prevails, occasional transfers or changes 
of occupation afford the workers desirable mental and physical variety. 
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See table below. 


Industrial Accidents According to Hours of the Dat^ 


7:00 to 7:59 a.m 

79 

1:00 to 1:59 p.m 

Ill 

8:00 to 8:59 

150 

2:00 to 2:59 

156 

9:00 to 9:59 

193 

3:00 to 3:59 

227 

10:00 to 10:59 

246 

4:00 to 4:59 

260 

11:00 to 11:59 

257 

5:00 to 5:69 

154 

12:00 to 12:69 

49 

All other hours 
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1 Thia table is taken from “ The Case for the Shorter Work Day by Felix Frankfurter and Josephine 
Goldmark, published by the National Consumers* League. 

This variation in employment often reduces fatigue and increases 
efficiency. 

On, the other hand, many workers resist change of occupation; they 
resent personal adjustment to new tasks and different operations. 
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Some students of industrial conditions contend that many workers are 
happy in repetitive jobs and are not irritated by the monoton j’’ of such 
work. They seek shorter hours of labor, but not variety of occupation. 

10. Increased Comfort of the Worker. — Improved working conditions, 
like decreased hours of labor, reduce fatigue and strain. Scientific 
management has made indi\dduals work harder, but it has added to their 
comfort and convenience. It has sought to reduce unpleasant features 
of industry, including such sources of discomfort or ill-health as noise, 
dirt, grease, darkness, dampness, and unpleasant odors. 

Progressive employers have utilized experts to study the physical 
lajmut of their factories, not only to improve the routine of work and to 
provide a continuous flow of products, but also to secure adequate ventila- 
tion, a healthful, even temperature, and the best possible lighting system. 
A conscious effort has been made by modern management to save 
employees’ e 3 ’^es and backs. New mechanical devices, such as automatic 
conveyers and small motorized trucks, have been utilized to lighten the 
burden of labor and to speed its production. Other devices, such as 
blowers and suction tubes, have been introduced to remove unpleasant 
odors, dangerous dust, and other objectionable features of industry. 

Pure drinking W'ater, adequate washrooms, and sanitary toilets 
should be pro\dded by management for its employees. Locker rooms 
and shower baths also are essential for those employees who find it 
necessary to change their street clothing for that worn during hours of 
manual labor at dirty jobs. Rest rooms are desirable, especially where 
women are employed. 

It was formerly felt that alert employees should always be standing, 
whether or not this was necessary to their work. Modern department 
stores, however, have provided seats for their sales forces, which consist 
largely of women. In slack moments, while awaiting the next customer, 
tired shopgirls may sit doA\Ti behind the counter’s and rest themselves. 

Some firms have established recreation rooms within their own plants 
for the enjoyment of their employees during the noon hour. Other 
firms have developed indoor and outdoor recreation facilities outside 
their plants but in the surrounding communities. Lunchrooms which 
serve meals to their employees, either free or at cost, are provided by some 
business houses to save the time and to guard the health of their workers. 
Unless restaurants are not accessible, most employees, however, prefer 
to go to lunch off the premises. 

11. Improved Health of Workers. — It is imperative that first-aid 
facilities and ordinary medical restoratives be available for common 
emergency needs resulting from sudden injury or sickness. If the 
establishment is a large one, a dispensary and a nurse should be provided. 
If the employment is a dangerous one, more complete hospital facilities 
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are necessary, especially if the industry is located in a rural community 
or a small town. If located in a large city not far from a general hospital, 
the industry should contribute to and cooperate with local health agen- 
cies; it need merely provide facilities for the care of minor ailments or 
emergency needs. 

Some business organizations require a physical examination of all 
applicants for employment and of all employees at periodic intervals 
thereafter. This is done in order to determine whether or not an indi- 
vidual is capable of enduring the physical and mental strain involved in 
his job and to discover how well he is withstanding it after employment. 
Such physical examinations, like m^tal and educational 'tests, may be 
found helpful in an effort to place and to maintain workers in those 
occupations for which they are best fitted. A few firms have established 
medical and dental clinics for their employees, on the ground that a gen- 
eral health program is essential to the promotion of industrial efficiency. 

12. Human Conservation and Wise Living. — ^Human conservation 
involves better and safer living, as well as better and safer working 
conditions. Private homes, like industrial plants and public buildings, 
may be unsafe and insanitary. More accidents occur at home and on the 
streets than in industiy. Pleasure cars, like commercial trucks, kill 
and injiu'e enormous numbers of people. More individuals eat and drink 
themselves into their graves by their own intemperance and indiscretion 
than those who starve to death in the absence of human kindness or 
distributive justice. Although it is impossible to broaden this text on 
labor problems into a general sociological discussion, it seems, pertinent 
to indicate that human conservation involves good living conditions, 
as well as good working conditions, and wise use of income and leisure, 
as well as mere increases in their amounts. 

13. Social Inertia and Unequal Division of Leisure. — “Social inertia” 
is another term for culture lag; it implies maladjustment or failure 
to utilize full potentialities. Social inertia can be illustrated by the 
great depression from 1929 to 1933, during which time of dire distress 
economic wants for food and clothing were not fully gratified, despite 
the existence of surplus stocks and closed factories. Poverty increased 
and bread lines lengthened, but the dwindling purchasing power of 
the masses dried up the deep rivers of effective demand into the shallow 
streams of impotent desire. There was underconsumption rather than 
overproduction. 

To express social inertia in this part of the text, the negative expres- 
sion “increased unemployment” instead of the positive one “excessive 
leisure” has been used. Curiously enough, the term “unemployed” 
has not been applied to the idle leisure class but has been reserved exclu- 
sively for workers out of jobs. 
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Despite our tremendously increased productivity, many individuals 
have been working excessive hours. Despite increasing unemployment, 
there has persisted the employment of children who should have been 
in school, mothers who should have been at home, and old men who 
should have been retired on pensions. In short, our national leisure, 
like our national income, has been imequally divided, resulting in indi- 
vidual injustices, social inequalities, and economic depressions. Well-dis- 
tributed leisure is as desirable as well-distributed prosperity. Improved 
distribution of leisure is as important as its increase. 

14. Our Social Heritage of Hard Work. — Hard work was an accepted 
tradition of the past, belon^ng to a deficit economy of pain in contrast 
to the present surplus economy of pleasure. The long day of the “ancient 
lowly” was due to poor methods of production and the absence of power 
machinery; it was due also to the social institution of status under 
which the working masses were exploited by the military classes. Long 
hours of work may have been necessary as recently as a century ago in 
order to maintain even the crude planes of living then in existence, but 
they are inexcusable maladjustments today because of the increase of 
productive power and the rise of democratic ideals. 

In the absence of legislation on the subject, the length of the working 
day for men in this country has varied from time to time, from place to 
place, and from industry to industry. Differences in the number of 
working hours in various localities, between agriculture and manu- 
facture, among various industries, and, finally, between organized and 
unorganized groups are confusing. Nevertheless, a gradual decrease 
in the working day is perceptible over such a long period of time as the 
nineteenth century and even during a shorter period such as the first 
generation of the present century. 

16. Reduction in Working Day. o. Over Nineteenth Century . — 
In 1791, journeymen carpenters of Philadelphia adopted a resolution 
declaring that a day’s work should commence at 6 o’clock in the morning 
and end at 6 o’clock in the evening. If this standard was the ideal 
working day for organized labor at that time, it can be assumed that 
actual hours of work for the great masses of unorganized workers a 
century ago must have exceeded this limit of 12 hours a day. 

Before the Civil War, workers in the building trades in our Eastern 
cities had secured the 10-hour day, but factory workers made slower 
progress. The 12-hour day was the general rule in the textile mills of 
New England. Agricultural laborera and domestic servants, then as 
now, probably worked longer than industrial workers. 

The movement toward a shorter working day progressed rapidly 
during the industrialization of the United States after the Cml War. 
It was stimulated by the growth of labor organizations. Mechanical 
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indiistries, such as manufacture and transportation, advanced from the 
12-hour day to the 10-hour day. Workers in the building trades pro- 
posed the then revolutionary ideal of an 8-hour day and made definite 
progress toward it. 

6. In the Twentieth Century . — ^The first generation of the twentieth 
century witnessed a further reduction in the length of the working day. 
Additional progress toward the 8-hour day was made in skilled trades 
and toward the 9- and 10-hour day in unskilled occupations. Thus the 

Hours of Work in Mechanical and Manufacturing Establishments 


Year 

Average working 
day, hours 

Year 

Average working 
'day, hours 

1840 

11.4 

1890 

10.0 

1850 

11.5 

1900 

9.8 

1860 

11.0 

1910 

9.25 

1870 

10.5 

1920 

9.0 

1880 

10.3 




These averages for the decades of the nineteenth century are from **Labor l^roblems" by Adams and 
Sumner, p. 618, and those for the present century are from the U.S. Bureau of Labor Statistics for 
similar industries. 

Census for Manufactures for 1919 showed that, of the 9 million workers 
employed in manufactures, almost half were employed in establishments 
where hours of labor were 48 hours per week, i.e., where the 8-hour day 
prevailed. This ratio for 1919 compared favorably with the 12 per cent 
ratio shown in 1914 and the 8 per cent ratio of 1909. This Census for 
Manufactures in 1919 showed also that, in the establishments surveyed, 
only 35 per cent of their employees were working 54 hours or more per 
week, i.e., for 9 hours or more a day, and only 12 per cent for 60 or more 
hours a week, i.e., for 10 hours or more per day. 

The above table summarizes the gradual reduction in the length of 
the working day in mechanical and manufacturing establishments from 
1840 to 1920. 

16 . Reduction in Working Week. — Estimates of hours of labor on a 
weekly instead of a daily basis show a similar decrease. 

During the last fifty years, although no perfect measure of the trend is availa- 
ble, it is probable that the normal work week in American industry has decreased 
by 20 hours. Between 1890 and 1926, the standard hours of work in manufactur- 
ing industries have fallen from 60 to 50 a week; and from 1902 to 1926 the work 
week of bituminous and anthracite coal miners has been reduced by 6 hours, 
from 54.5 to 48.3 hours a week.‘ 

The movement toward a shorter working week, at least in manu- 
facturing industries, went forward steadily in the first two decades of 
the present century. A survey by the National Industrial Conference 

* “Recent Social Trends,” vol. 2, pp. 828, 829. 
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Board, shown in the table accompanjdng Chart 37A, revealed a steady- 
decline from almost 60 hours a week in 1899 to slightly over 50 hours a 
week in 1921. The movement toward a shorter working week was 

AvBEiGB Houas OP Work in Manupactuhing Industries, 1899 to 1929‘ 



Hours of work 


Hours of work 

Year 

per week 

Year 

per week 

1899 

59.6 

1919 

50.8 

1904 

57.9 

1921 

50.3 

1909 

56.8 

1923 

50.4 

1914 

55.1 

1929 

50.6 


^ Conference Bo^rd Bulletin, Feb. 20, 1933, p. 14. *0.8. census figures from 1899 to 1921, and those 
of National Industrial Conference Board for 1923 and 1929. 
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Chart 37j 1. — ^Long-run trend of -weekly 
hours of work in manufactures (1899 to 
1929). {U.S. Census and National Indus- 

trial Conference Board.) 

See table above. 



Chart 37B. — Short-run trend of weekly 
hours of work in manufactures (1929 to 
1932). {National Industrial Conference 
Board.) 

See table below. 


Average Hours op -Work in Manufacturing Industries, 1929 to 1932‘ 


Hours of work 


Hours of work 


Year 

1929 

1930 


per week 
48.4 
43.9 


Year per week 

1931 40.4 

1932 34.9 


t National Industrial Conference Board's study of a select group of establishments. Although 
these results are believed to be typical of manufacturing industries in general, they were not arrived 
at by a general analysis of all manufactures, as in the former study. Conference Board Bulletin, Feb. 20, 
1933, p. 15. 


accelerated in the period of the First World War, for the reductions in 
weekly hours of work from 1914 to 1919 were between two and three 
times as great as those achieved in any of the preceding 5-year periods. 
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Moreover, the reductions in average hours then achieved were retained 
fairly well in the years immediately following the war. In the decade 
from 1919 to 1929, the average of weekly hours of work in manufactures 
remained fairly stable at between 50 and 51 hours, i.e., midway between 
the 8- and 9-hour day. 

The reduction in average weekly hours of work in the four years 
following 1929 shows the ravages of economic depression, instead of the 
gains of social progress. It is illustrated in Chart 37B. 

17. Analysis of Average Working Day or Week. — The findings of any 
research organization as to the length of the working day or week, no 
matter how careful and unbiased its study may be, must 6e discounted 
for the reason that it usually enjoys the cooperation of only the best 
business concerns. Those industries in which conditions are worse than 
the hypothetical normal or mathematical average are not disposed to 
give publicity to their inadequate wages, long hours of labor, or miserable 
working conditions. The formulation of industrial codes in 1933 
revealed distressingly low standards amid great variations in all these 
matters, especially among industries and firms that may be termed 
“socially subnormal” or “economically submarginal.” 

It has been observed before that any statistical average is a purely 
mathematical concept, be it that of an average-sized family or an averajjjf 
wage. The average working day or week, just discussed, was built up 
of several dissimilar elements. Even though limited to manufactures, 
the average number of hours of work in any given year varied greatly 
from men to women, from skilled to unskilled workers, and from organized 
to unorganized labor. Hence the National Industrial Conference 
Board’s weekly average between 50 and 51 hours, stable though it 
was from 1919 to 1929, is rather meaningless. This general average 
has much more significance when broken down into a 54-hour week 
or a 9-hour day for most unorganized and unskilled workers and a 
48-hour week or an 8-hour day for most organized and skilled labor, 
achieved by collective bargaining, and for most women workers, achieved 
by legislation. 

18. Gains and Variations in Different Industries. — The table on page 
213 shows the average weekly hours of work in eleven different industries 
in 1890 and 1928. It indicates not only relative gains in each industry, 
but also differences among various industries at the same time. 

The relatively short hours enjoyed by skilled and organized workers 
are well illustrated by the printing trades and construction industries. 
In 1890, they were midway between the 8- and 9-hour day, but by 1928 
they had secured the 8-hour day with the 5J^-day week. Textile indus- 
tries occupied a central position in both 1890 and 1928. The steel 
industry was in last place in both years. Although achieving the 
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greatest progress of all industries by reducing its working hours by almost 
30 per cent, the steel industry achieved this gain from a 12-hour day 
in a 7-day week in 1890 to a 10-hour day in a 6-day week in 1928. 


Avebagb Houbs of Labor feb Week iif Eleven Inoustbies^ 
(1890 and 1928 compared) 


tndustiy 

Average hours per week 

Percentage 
decrease 
during period 

1890 

1928 

'RflIrpnAfl •. 

64.7 

47.4 

26.7 

Boot and shoe 

69.5 

49.1 

17.6 


52.0 

43.5 

16.3 

Cotton goods 

62.8 

53.4 

14.9 

FmiTiHry UTid mapbinft shopa 

69.8 

50.4 

16.7 

Blast furnaces 

84.6 

59.8 

29.3 

Marble and stone 

64.7 

44.0 

19.6 

Mill work 

52.0 

44.8 

13.8 

Brink and jnh print, ing 

66.4 

44.3 

21.5 

Newspaper printing 

48.2 

45.1 

6.6 

Woolen goods 

58.9 

49.3 

16.3 



\ Tbpsb, L.. "'Hours of Labor/* Johns Hopkins Studies in History and PoUtioal Science, Series L, 
No. 1, quoted in ‘‘Recent Social Trends/' vok 2, p. 829. 


19. Hours of Labor in Continuous Industries . — A glaring illustration 
of excessive hours of work was the steel industry, where the 12-hour shift 
and the 7-day week were formerly in existence. The previous table indi- 
cates that the average weekly hours of workers in blast furnaces were 
84.6 hours in 1890, which is slightly in excess of 12 hours a day for 7 days 
in the week. ObAuously many laborers worked for longer and some for 
shorter hours than this high average. 

Blast furnaces require continuous operation; and they were generally 
worked by two 12-hour shifts instead of three 8-hour shifts or four 6-hour 
shifts. In making the change from the day to the night shift, and the 
reverse, half the workers were required to remain continuously on duty 
for the full 24 hours, while the other half had a 24-hour holiday, every 
other week. 

Public sentiment finally became so strong that various steel com- 
panies agreed to reduce their working day and week. In 1923, the 
United States Steel Corporation publicly announced that the process 
of eliminating the 12-hour day, the 7-day week, and the 24i-hour con- 
tinuous shift in the steel industry had begun. Although improvement 
was not so rapid as conditions demanded, by 1928, as shown in the 
previous section, average weekly hours in blast furnaces were slightly 
below 60 hours. In other words, the iron and steel industry was on the 
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basis of a 10-hour day and a 6-day week. The 24-hour continuous shift 
had passed into history, but it was not forgotten or forgiven by labor 
leaders. 

A study of labor conditions in Southern mills during the prosperous 
period before the crash of 1929 indicated that textile factories in that 
newly industrialized area were threatening to take the unenviable place 
formerly held by the steel industry in the matter of long hours. 

Other continuous industries were sugar refineries, chemical factories, 
ice plants, coke ovens, paper and pulp mills, and public utilities. Simi- 
larly notorious offenders in the matters of excessive hours at unpleasant 
tasks and undesirable hours of night work have been the ‘service indus- 
tries, illustrated by elevator operators, delivery men, and refuse collec- 
tors. The chief reasons for their continuous operation have been either 
the technical nature of the industry or the public necessity of continuous 
operation. . 

A continuous industry can be operated by two shifts of 12 hours 
each, by three shifts of 8 hours each, or even by four shifts of 6 hours 
each. Social welfare demands the transition from long hours of work 
to shorter hours, particularly in difficult or dangerous occupations 
and at monotonous or unpleasant tasks. A preceding section has 
shown how a shorter working week came into eastence during the 
depression years by reducing employment and sharing work. Sub- 
sequent sections will show how it was achieved by legislation, especially 
that of the Roosevelt administration. 

20. Legislation for Shorter Hours. — Soon after the Civil War, 
several states attempted legislation toward a shorter working day for 
men, just as in previous decades similar laws had been passed for the 
protection of women and children in industry. Most of this early legisla- 
tion, however, was not enforced or not enforceable. Although the 
movement continued, laws for the reduction of the working day for men 
were successful only in public employments, quasi-public employments, 
and dangerous industries. 

The constitutionality of laws restricting working hours of public 
employees was affirmed by a Supreme Court Decision of 1903^ which 
upheld the Kansas 8-hour day for state and municipal employees. A 
Federal act of 1912 inserted an 8-hour clause in contracts for govern- 
mental work and hence extended the 8-hour day beyond public employees. 
The Adamson Act of 1916, which provided a basic 8-hour day for railroad 
employees, was sustained by the Supreme Court.® 

In private employments the general rule before 1933 was that the 
regulation of hours of work by the government was constitutional only 

^ Adkins, v. Kansas, 191 U.S. 207, 1903. 

> Wilson V. Nets, 243 U.S. 332, 1917. 
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when the public welfare was seriously threatened. The burden of proof 
rested on those in favor of a restriction of hours of work. The courts 
were very jealous of personal and property rights, including freedom of 
contract, guaranteed by the Constitution. 

Excessive hours of work in railroading and mining, however, were 
held to be so detrimental to safety that legislative restriction of hours 
of work in these industries was justified even for adult male workers, 
who constituted most of the employees. Thus the U.S. Supreme Court 
upheld the constitutionality of a Utah statute which limited hours of 
labor in smelters and undergrotmd mines to 8 hours a day.' Most 
important mining states soon passed similar 8-hour laws for these and 
comparable industries. 

On the other hand, attempts to legislate concerning hours of work 
in ordinary private industries were not viewed as constitutional. Thus 
' the New York 10-hour law for bakers was held to be an unconstitutional 
■tiolation of freedom of contract and an undue extension of the police 
power of the state.® With the passage of time, however, a more liberal 
attitude was gradually developed. For example, the Oregon 10-hour 
law for every “mill, factory, or manufacturing establishment” was 
sustained in 1917.* 

21. Progress toward Eight-hour Day. — The movement for a universal 
8-hour day, imposed by legislation, may be said to have originated in 
Australia and New Zealand about the turn of the century. The wage 
boards of most Australian states were empowered to fix the maximum 
number of working hours per week; their general standard was that of an' 
8-hour day or a 44:-hour week. 

Great Britain and many other European countries also have legislated 
as to the length of the working day in most industries. The 8-hour day 
was fairly well established at or after the First World War. It became 
one of the early ideals of the International Labour Office in Geneva, which 
has sought to raise and to standardize general conditions of employment 
throughout the entire world, realizing that higher labor standards in any 
country are menaced by lower standards in other nations. 

Within the United States, progress toward the 8-hour day was made 
chiefly by collective bargaining. It has been shown that working hours 
in organized trades were decidedly lower than those in unorganized 
industries. The 8-hour day and the 44-hoiu’ week were zealously guarded 
by the American Federation of Labor and other trade unions. 

Progress toward a universal 8-hour day in this country was impeded 
by the absence of such general legislation in most states and by unfavor- 

' Holden v. Hardy, 169 U.S. 366, 1898. 

^Lockner v. New York, 198 U.S. 45, 1905. 

• Bunting v. Oregon, 243 U.S. 426, 1917. 
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able court decisions in those states which did attempt to reduce hours of 
labor by legislative enactments. As just indicated, American states, 
at least prior to 1933, had been willing, or permitted by the courts, to 
limit hours of employment only in the case of public employees, 
women and children, and workers in dangerous or extremely fatiguing 
occupations. 

Nevertheless, public sentiment in favor of the 8-hour day increased 
steadily in the first generation of the present century. The 24-hour 
day was divided into three parts, each one of which was provided for in 
the following bit of doggerel verse. 

• 

Eight hours for work, eight hours for play, 

Eight hours for sleep, make up the full day. . 

22. Interpretation of the Eight-hour Day. — It would seem that the 
8-hour day has three distinct meanings; (1) a straight 8-hour day, under 
which overtime is eliminated except for emergencies; (2) an 8-hour shift 
with three distinct groups of workers employed in continuous industries; 
and (3) a basic 8-hour day, in which overtime is permitted and in which 
the 8-hour day is merely the basis for measuring wages. 

Alleged attempts to shorten the working day have frequently been 
mere devices to secure increased wages. Thus we must distinguish 
between the 8-hour day and the basis 8-hour day. The latter provision 
does not prevent an employee from working more than 8 hours; it pro- 
vides merely that hours of work in excess of 8 hours shall be construed 
as overtime, to be paid for at higher rates of pay. The Adamson Act 
for railroad workers was of this character. It provided that “8 hours 
shall, in contracts for labor and service, be deemed a day’s work and the 
measure or standard of a day’s work for the purpose of reckoning the 
compensation for services of all employees." 

It is apparent, however, that provisions which classify excessive 
hours of work as overtime tend to eliminate them. Overtime is paid for 
at a higher rate than is ordinary labor, sometimes at a 50 per cent increase. 
Hence the employer will not use overtime employment except for emer-. 
gency needs. In this way, provisions which classify excessive hours of 
work as overtime, and which make overtime expensive, tend to reduce 
the length of the actual working day. The basic 8-hour day tended to 
standardize, as well as to raise, the general level of employment. 

Some employers have professed adherence to an 8-hour day but have 
so staggered their hours of employment that the intervals of rest between 
them could not well be utilized by their employees. For example, 
waitresses might be required to be on duty for breakfast from 7 to 10 
o’clock, for luncheon from 12 to 3 o’clock and for dinner from 6 to 8 
o’clock. Even during some of their “off hours’’ these waitresses might 
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be expected to help in setting the tables or to take turns at serving early 
or late patrons. In reality, such an arrangement was a 13-hour day 
with tw'o intervals for resting. In defense of such a situation it was 
argued that waitresses were not employed continuously, even w'hile they 
w'ere on duty. 

23. Five-day Week and Sbc-honr Day . — K shorter working week, as 
well as a shorter working day, was made possible by the increased 
productivity of the new industrial revolution. Even before the crash 
in 1929, much progress had been made toward the 5J4-day week in skilled 
trades and clerical occupations. Saturday had become a half holiday 
for many workers throughout the year. Other wrorkers, employed 
Saturday afternoons in the winter months, had that entire day off in the 
summer months, owing to the growing custom of Saturday closing in 
warm weather. 

Several years before the great depression, Henry Ford publicly 
announced his advocacy of a week-end holiday of Saturday and Sunday, 
which would permit city dwellers the opportunity of getting back to 
nature. Some heads of great mercantile establishments agreed that a 
5-day week was desirable for their employees but wished to keep their 
stores open evenings. They w’ere as desirous that the buying public 
be given more convenient shopping hours as was Mr. Ford that a civiliza- 
tion on wheels be permitted a longer interval for motor trips. Some 
enlightened employers were willing to go along on a 5-day w^eek without 
Saturday closing by the de\dce of staggering the extra weekly holiday 
over 6 and not 5 days. Different groups of employees could be given 
different days off to remain at home, to motor in the country, or to do 
their own shopping. 

The growing problem of unemployment stimulated similar interest 
in further reductions in the working day. Labor leaders, men in public 
life, and progressive employers began talking in terms of a future working 
day of 6 hours, in contrast to the former ideal of an 8-hour day and the 
reality of even longer hours of work. 

The economic depression from 1929 to 1933 brought to a head the 
previous desire for a shorter working day and week. In 1932, Frank 
Morrison, secretary of the American Federation of Labor, stated that 
“there is no possibility of putting men back to work unless a shorter 
work day and week is established.” A specific recommendation for 
a 5-day week and 6-hour day was offered to the 1932 Convention of 
the American Federation of Labor. Bills were introduced into Congress 
pro\'iding for a 30-hour week. Such drastic legislation, how’ever, was 
not passed. As we shall soon see, a 40-hour week finally emerged. 

The great depression resulted in a drastic reduction of the working 
week, as shown in Chart 375, page 211. Employers sought to distribute 
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as •widely as posable the smaller amount of employment by ^ving each 
worker only 2 or 3 days of work a week, rather than a full week for 
some employees and complete unemployment for others. Employment 
was irregular and inadequate. Holidays were imposed, rather than 
granted; they were uncertain, rather than routine matters. In essence, 
they were payless days of unemployment, rather than regularly scheduled 
weekly holidays with compensation. 

24. Working Hours under the National Industrial Recovery Act. — 
The National Industrial Recovery Act of 1933, as explained in the 
preceding chapter, sought to increase employment and to raise wages. 
It also aimed to restrict hours of work. Indiistrial codes, formulated 
or imposed, went far beyond the limits of the “share-the-work” slogan 
of the depression. President Roosevelt’s blanket code for industries 
which had not formulated acceptable codes contained the following 
restrictions as to hours of work. 

It was forbidden to employ factory or mechanical workers for more 
than 40 hours in any one week, and to reduce operations below 52 hours 
in any week, unless such hours were less than 52 hours before July 1, 
1933, and in such ease not to reduce hours at all. In other words, 
more employees, each working fewer hours, should maintain the same 
total number of store or office hours. 

The drastic character of these emergency regulations concerning 
hours of work is evident. Their application was not limited to public 
employees, to women and children, or to men in dangerous occupations. 
They applied not to an individual state, but to the entire United States, 
on the theory that most industrial products found their way into inter- 
state commerce. Interstate conunerce powers of the Federal Govern- 
ment were utilized to regulate intrastate industry. 

The administrative burden of the new legislation was as hea'vy as the 
change in legal philosophy was revolutionary. From the very start, 
administrative interpretations of all sorts were necessary; many excep- 
tions or modifications were made to meet individual problems. But 
executive orders were promptly issued against evasions by early closing 
of establishments and against subterfuges, such as scheduled rest periods 
which were not expected to be consumed regularly or entirely or 2-hour 
luncheon intervals with the expectation that employees would stagger 
this time by remaining late or returning early. 

Supported by strong public opinion, the Federal Administration 
attempted to distinguish between firms complying and those not comply- 
ing with these provisions of the industrial codes concerning hours of work. 
The former group were rewarded with the “Blue Eagle” insignia, which 
was displayed conspicuously to in-vite patriotic patronage. Stamped 
on goods, it was as effective as the union label in proclaiming production 
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under acceptable labor conditions. Such a device, however, was tem- 
porary rather than permanent and more effective with consumption 
goods in retail stores than with capital goods in wholesale or manu- 
facturing establishments. 

26. Hours under Fair Labor Standards Act. — The National Industrial 
Recovery Act, as previously stated, was declared unconstitutional by the 
Supreme Court in 1935. This decision invalidated the industrial codes 
drawn up under the Recovery Administration. Other legislation, there- 
fore, was subsequently framed to secure many of these same objectives. 

The Fair Labor Standards Act, also known as the Minimum Wage and 
Maximum Hour Law, was passed in 1938. It likewise relied on the inter- 
state commerce powers of the Federal Government, but it was fairly 
specific in its provisions, thus seeking to avoid unconstitutional delegation 
of legislative power to an administrative agency. 

The Fair Labor Standards Act had three purposes: (1) To place a 
floor under wages; (2) to put a ceiling over hours; and (3) to prohibit 
child labor. Minimum wages and child labor will be discussed in the 
following chapter. It will be sufficient at this point to observe merely 
that a minimum hourly wage of 25 cents was prescribed for the first year, 
one of 30 cents an hour after October, 1939, and one of 40 cents an hour 
after 1945. 

Maximum hours after October, 1938 were prescribed at 44; after 
October, 1939, at 42; and after October, 1940, at 40 hours. These hours 
were regarded as basic and not as rigidly fixed. More than the maximum 
number of hours per week might be worked, provided that a wage rate of 
time and a half was paid for the exc^s. Even more lenient and elastic 
provisions were made for such highly seasonal industries as canning and 
processing agricultural products. For example, an industry declared to 
be “seasonal,” wdiich therefore could not operate off season without losing 
such classification, might extend its maximum work day to 12 hours and 
its maximum work week to 56 hours with time and a half payment only 
for hours beyond these extended limits, which, however could apply for 
not more than 14 weeks in the year. Agricultme was excluded from the 
provisions of this law. The administration of the act was placed under 
a specially created agency termed the Federal Wage and Hour 
Administration. 

26. Modem Expansion of Leisure. — The rapid increase in industrial 
productivity has been stressed. In the middle 1930’s increased produc- 
tivity expressed itself in lower prices to all consumers and in higher planes 
of living to most families. This result was featured in the Brookings 
study, “Productivity, Wages and National Income.” Increased produc- 
tivity also expressed itself in higher wages and shorter hours. It will be 
remembered that this Brookings study revealed that, although wage rates 
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increased, hours of work so decreased that little change took place in the 
money earnings of workers, whose income advanced chiefly because of the 
increased purchasing power of the consumer’s dollar. 

According to the Brookings study, the number of wage earners in 
manufacture increased from 1923-1924 to 1928-1929 by only 2.8 per cent 
and from 1928-1929 to 1936-1937 by a negligible 0.8 per cent. The num- 
ber of man-hours of employment in manufacture increased during the 
prosperity years from 1923-1924 to 1928-1929 by only 1.8 per cent (less 
even than the increase in number of wage earners) and actually decreased 
during the years of depression and reconstruction from 1928-1929 to 
1936-1937 by 18 per cent. For the entire period, 1923-1924 to 1936- 
1937, there was a large decrease of 16 per cent in man-hours of employ- 
ment accompanying a slight increase in the number of wage earners of 
3.6 per cent. Within these years, therefore, workers were benefiting more 
by increased leisure than by increased income. 

27. National Defense Program. — ^The outbreak of the Second World 
War and the subsequent involvement of the United States suddenly 
changed this situation. The former preoccupation with domestic affairs 
gave way to growing concern about international matters. Public con- 
struction (made work) for relief, recovery, and reform was replaced by 
industrial conversion for national defense. The problem of unemploy- 
ment was ameliorated and the prospect of leisure was obliterated by an 
“all-out” effort to increase the volume and to change the character of 
production. Industrial plants were converted from the manufacture of 
peacetime products to the manufacture of articles of war. Firms which 
had previously been unable to secure sufficient orders to keep their plants 
in operation were suddenly unable to keep commitments and to make 
deliveries. Factories which had been working part time were kept in 
continuous operation. 

The relative scarcity of skilled labor was keenly felt. Consequently, 
many workers were employed overtime. The existence of the Federal 
Wage and Hour Law and of similar state statutes, buttressed by the 
strength of organized labor, resulted in a great increase in the earnings of 
labor through payment of time and a half for overtime and of double rates 
for Sunday work. In some occupations wage rates were increased as costs 
of living rose. 

In order to achieve increased production for the successful prosecution 
of the war and to prevent the spiral of rising wages and rising prices, an 
effort was made to suspend for the duration of the war the operation of 
the Federal 40-hour-week law. Such a proposal was introduced into 
Congress early in 1942 but it failed of administrative support and legisla- 
tive majority. Efforts were made by the Federal Government to prevent 
inflation by control of prices of industrial products. Labor leaders 
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opposed attempts to curb wage rates, and farmers resisted efforts to limi t 
food costs. In industry, double time for Sundays and holidays was 
almost eliminated; the provision for time and a half for work beyond 40 
hours a week was generally retained. 

28. Economic Aspects of Shorter Hours. — There is much diversity of 
opinion among advocates and opponents of a shorter working day or 
week as to its economic possibility and desirability. Employees welcome 
it, provided wage rates are so increased that total earnings are not 
reduced or at least do not decline proportionately with hours of work. 
Employers oppose shorter hours when it means increased wage rates 
or the same -earnings for fewer hours. Even when merely a sh a ring of 
work is suggested by using more employees for fewer hours each at the 
same wage rate, some employers have objected to shorter hours and more 
frequent shifts, because it forces the employment of inferior workers at the 
same time that it cuts the time and earnings of superior workers. 

Many workers desire a reduction in the working day, not only to secure 
increased leisure and higher wage rates, but also to guard against unem- 
ployment. Some labor leaders fear that excessive hours of work will 
lessen the so called “lump of labor” and force workers in a particular 
industry, or their fellows, out of their jobs. On the other hand, if the 
day’s work be reduced from 12 to 8 hours, such a reduction of the working 
day, it is incorrectly alleged, will create employment for 50 per cent more 
workers in the industry. 

Such reasoning is fallacious; it is based on erroneous assumptions. 
The lump of labor is merely a local and a short-run situation. In the 
long run, there is no fixed demand for labor, even of a given type. In 
its final analysis, the demand for labor is conditioned by the productivity 
of labor. If the increased productivity of industry is accompanied by a 
simultaneous increase in earnings, labor receives an additional purchasing 
power, which constitutes an additional demand for its own products and 
thus creates more employment. On the other hand, a sharp decrease in 
hours of work, like a sudden increase of wages, without commensurate 
increase in productivity, may raise prices to consumers, thus reducing 
potential sales and employment. Neither a shorter working day nor a 
rigid limitation of output will protect workers, in the long run, against 
unemployment. The greatly increased productivity of industry, how- 
ever, seems to have been widely, although not evenly, distributed, both 
in gains to consumers through lower prices and in gains to workers through 
increased wages, particularly in the twenties, and through increased 
leiavne, especially in the thirties. 

29. Hours of Work and Productivity of Labor . — A favorable aspect of 
this problem lies in the fact that a reduction in hoiurs of work is not 
necessarily accompanied by a proportionate decrease in production. 
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Increased efficiency and decreased 
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hour 

Hours in Working Day 
Chabt 38. — Relationship between 
fatigue and productivity. {Prepared from 
indices given by J. B. Andrews in "Labor 
Problems and Labor Legislation,” 1932.) 

See table below. 

shorter hours often predicted dire 


fatigue of the wdrkers may more than 
offset a modest reduction of the work- 
ing day. Conversely, long hours of 
work result in a diminishing rate of 
productivity. The relationship be- 
tween increasing fatigue and decreas- 
ing productivity is illustrated in 
Chart 38 and its accompanying table. 

The hourly output of six experi- 
enced typesetters was recorded in a 
controlled experiment .to determine 
the effects of fatigue on productivity. 
The point of maximum productivity 
was reached during the second hour, 
after which it declined slowly until 
lunchtime. After 2 hours of rest, pro- 
ductivity rose again to a point higher 
than the first morning hour but lower 
than the second morning hour. Pro- 
ductivity per hour declined steadily 
in the afternoon and the greatest 
decline was experienced in the last 
hour worked. The working day in 
this study was one of only 7 hours, 
broken by 2 hours for lunch. A 
longer and more continuous day of ar- 
duous toil would probably show a more 
rapidly declining rate of productivity 
to a much lower degree of productivity 
during the last hour or two worked. 

30. Economic Incentive of a 
Shorter Working Day. — Opponents of 
results from this expedient, such as a 


great increase in labor costs and a serious decrease in productive capacity. 


Productivitt axd Fatigue* 



Percentage decrease 
or increase over 
previous hours 

Hour 

Product 

Percentage decrease 
or increase over 
previous hour 


2to 3 

142 

-1-14 

-1-25 

3 to 4 

124 

-13 

-14 
- 4 

4 to 5 

96 

-23 


1 Andrews, J. B., "Labor Problems and Labor legislation," p. 38, 1932. 
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Ultracoiiservatives even went so far as to prophesy that the shorter 
working day would cause so great an increase in the price of the product 
that a loss of both the foreign and the domestic markets would result. 
Nevertheless, it has been repeatedly shown that a reasonable curtailment 
of hours of labor has not resulted in a serious increase in labor costs. In 
some cases, the shorter working day has been so great an economic 
stimulus that no loss at all in production was caused by a slight decrease 
of hours. 

The British Health of Munitions Workers Committee, for illustration, 
found that a reduction of from 7 to 20 hours per week in no case resulted 
in more than an insignificant reduction in the total output, while on the 
average it produced a substantial increase in production. The Illinois 
Industrial Survey of the Hours and Health of Women Workers discovered 
that the reduction of the weekly hours of work from 55 and 54 to 48 hours 
resulted, not in a decrease in production, but in an actual increase of 
output. 

31. Social Advantages of a Shorter Working Day. — ^Human conserva- . 
tion has its quantitative side in a reduction of working hours and its 
qualitative side in an improvement of working conditions. The social 
advantages of the shorter working day may be summed up under the 
general headings of health, safety, education, and morality. 

The relation between long hours of work and health was discussed m 
a previous section. The physiological character of fatigue was demon- 
strated. Long hours of work are productive of fatigue toxin, which 
lessens organic resistance to both general and occupational diseases. 
The modem attitude toward disease is not only that of reducing exposure 
to it, but also that of building up resistance against it. Industrial 
fatigue is a devitalizer which menaces both health and longevity. 

The role of excessive hours of work in the matter of industrial accidents 
also has been indicated. Chart 35 showed that the number of industrial 
accidents per hour mounts as the number of hours of continuous 
employment increases. Hence safety, as well as health, requires a 
reduction of excessive hours of labor and an improvement of working 
conditions. 

The problem of industrial fatigue has its moral and educational 
aspects, as well as those of health and safety. Physical or mental 
exhaustion is unfavorable to the exercise of self-control; it is unresponsive 
to the finer forms of self-expression. Excessive hours of work minimize 
the amount of leisme time, so that little opportunity is given for either 
formal education in night schools or informal education in other cultural 
institutions. The tired worker has little inclination for public libraries, 
museums, and art galleries. He readily yields to coarse pleasures or 
cheap thrills and to the unsocial infiuences of debasing amusements. 
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Idleness, intemperance, and other forms of dissipation were predicted 
by implacable foes of the shorter working day. Few of these evil effects 
have come to pass with a general reduction in hours of labor. The 
increase of leisure time has not been abused by most workers, certainly 
no more so than by numerous wealthy individuals within the leisure class. 
Indeed, many students of the problem of industrial fatigue have felt 
that the dissipation of many workers has been a violent mental reaction 
to excessive hours of continuous and monotonous toil. Drunkenness 
and other forms of indulgence were sought because they brought tem- 
porary relief and immediate enjoyment to the jaded nerves of tired 
workers. A decrease in the length of the working day and an increase 
in leisure time will probably result in more wholesome forms of recreation. 
Dissipation will be succeeded by recreation and education, as the leisure 
of the workers is increased. 

In conclusion, little can be said to justify the existence of excessive 
hours of work in an enlightened modem community. Among their most 
conspicuous effects on individuals are loss of health, rest, and recreation 
and absence of necessary leisure time for educational opportunities, social 
pleasures, and domestic duties. From a social point of view, it is difficult 
to justify the fatiguing labor of exploited masses against the indolent 
indulgence of leisure classes, or to reconcile the long day in some occupa- 
tions with the simultaneous existence of unemployment and under- 
employment in other occupations. 

Summary. — ^Long hours of work, as well as inadequate wages, have 
been a frequent cause of industrial unrest. Hours of labor have often 
been longest where wages have been lowest. Social welfare demands not 
only wages sufficient to maintain decent standards of living, but also 
a working day which will permit sufficient leisure for health and 
recreation. 

Human conservation involves not only the reduction of excessive hours 
of labor, but also the improvement of working conditions. Modem 
industry is characterized not only by increased productivity, but also by 
an intensified nervous and physical strain. Although most employers 
have not favored a reduction of the hours of labor, many of them have 
sought to lessen the burden of industrial fatigue by various improvements 
in working conditions. Many of these are designed to increase the com- 
fort and to preserve the health of the employees. Management is seeking 
to reconcile industrial efficiency with human welfare. 

Although the 8-hour day prevailed in many skilled trades, the 10-hour 
day was, until recently, the general rule in unskilled occupations. Hours 
of work were still longer in continuous industries. There was sometimes 
no provision for 1 day of rest in 7. Excessive hours of labor on the part 
of some workers and imemployment on the part of others constitute a 
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serious cliallenge to our economic system. Leisure and exploitation, like 
poverty and riches, are striking contrasts in otir present social order. 

Within the United States, progress toward the 8-hour day for adult 
male workers has been accomplished by collective bargaining, rather 
than by state legislation. In the case of women and children, workers in 
dangerous occupations, employees in public or quasi-public occupations, 
legislation has restricted the length of the working day. But many groups 
of unorganized and unskilled laborers have profited neither by legislation 
nor by collective bargaining in the reduction of the hours of employment. 

Even before the great depression of 1929 to 1932, continuous indus- 
tries had abandoned the 12-hom day and the continuous 24-hoiu: shift. 
At the other extreme, the 6-hour day and the 5-day week were under 
discussion. The National Industrial Recovery Act, and the codes 
formulated in accordance with it, provided for a general reduction in 
hours of work and the elimination of some of the worat abuses of the past. 
This act, declared unconstitutional, was succeeded by the Fair Labor 
Standards Act of 1937, which put a floor under wages and a ceiling over 
hours; it prohibited the products of child labor from interstate commerce. 
By 1940, the basic 40-hour week had become a general but flexible stand- 
ard for American industry. 

^estions for Biscussioa 

1. a. What does human conservation hivolve? 
b. What does human exploitation imply? 

2. Show how the length of the working day has gradually decreased. 

3. What do you imderstand by a continuous industry and by the 24-hour shift? 
Illustrate. 

4. What do you understand by the new strain in industry? Cite causes. 

5. Do shorter hours of work necessarily mean higher labor costs? Why or 
why not? 

6. What do you understand by the “lump of labor”? Show its relationship to 
shorter hours. 

7. Indicate the legal limits of legislation in the United States toward a shorter 
working day. 

8. What do you imderstand by the 8-hour day? The basic 8hour day? 

9. Indicate the social advantages of a shorter working day. 

10. What are its economic possibilities? 

11. Show the economic significance on wages and hours of the National Industrial 
Recovery Act. 

12. a. Outline the provisions of the Fair Labor Standards Act on wages and hours. 
b. In what ways does it represent a great change in legal philosophy? 

Topics for Investigation 

1. Legislation toward a shorter day in Europe or in some country of Europe. 

2. Industrial South and the working day. 

3. Working day in the newly industrialized areas of the world. 

4. Progress of the &-hour day in the United States. 
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5. Nature and causes of fatigue. 

6. Industrial fatigue and the accident rate. 

7. Program of some progressive hrm for the reduction of fatigue and the increased 
comfort of its employees while at work. 

8. Health program of a progressive employer. 

9. Possibility of a 5-day week. 

10. Practicability of a 6-hour day. 

11. Heduction in length of working day under industrial codes of 1933 and 1934. 

12. Administration of the Fair Labor Standards Act. 
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CHAPTER X 


WOMEN AND CHILDREN IN INDUSTRY 
PROBLEMS OF EXPLOITATION 

The industrial revolution was characterized by many maladjustments 
and by flagrant forms of exploitation, such as long hours of work at low 
wages under miserable conditions; it was also featm'ed by the entrance of 
women and children into industry. 

1. Early Conditions in England. — Children eight years of age, and 
indeed younger, toiled in the early factories of England. One of their 
worst features was the apprenticeship of children of pauper parents into 
what was virtually a juvenile white slavery. These children were abused 
and driven to their work, which often lasted 12 hours at a stretch. They 
were given food of the coarsest kind and housed in bleak, uncomfortable 
barracks. In some cases, the children went to work in two shifts, one 
at night and the other in day, so that the beds of these little workers never 
became cold. Accidents were frequent, disease was common, and exces- 
sive toil soon put an end to their unhappy lots. 

A parliamentary investigating committee discovered even worse con- 
ditions in the mines, where little children were being utilized to drag coal 
cars through narrow, undergroimd passages. Women and men worked 
side by side, sometimes almost naked, in the damp, unwholesome shafts. 
The mere recital of the facts in testimony made imnecessary any discus- 
sion about the desirability of reform in mining conditions; a regulatory 
act was promptly passed. 

2. British Legislation. — ^Fear of the physical degeneracy of the work- 
ing population finally overcame the prevailing laissez-faire, or let-alone, 
philosophy. The first important British factory law, known as the 
Health and Morals Act of 1802, put a 12-hour limit to the work of children 
in the cotton mills. This modest restriction was better than none at all. 
The law of 1802 is important in that it marked the initial step; it showed 
how bad prior conditions must have been. 

In spite of the opposition of manufacturers, an even more significant 
factory law was passed in 1833, the year following the Great Reform Bill 
of 1832. It provided that no children under nine years of age might be 
employed, and those from nine to thirteen years of age might work only 
8 hours a day. Young persons from thirteen to eighteen years of age 
might not work over 12 hours a day, and none of these hours could be at 
night. 
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The British Half Time Act of 1844 put women workers in the same 
category as young persons and applied to them the same restrictions as to 
hours of work. A corps of inspectors was created, and factory regulation 
became effective in fact as well as in law. 

The next factory act was that of 1847 ; it limited the work of women 
to 10 hours a day. Since it was unprofitable to run many factories with- 
out women and children, the 10-hour day gradually became a reality for 
men, as well as for women and children. 

A law, passed in 1842, regulated working conditions in the mines. It 
prohibited all underground work by females and by boys under thirteen 
years of age. 

Subsequent legislation raised still further the standards of child labor 
in Great Britain. An act of 1920 proscribed child labor and instituted 
the 8-hour day for young persons. 

3 . Situation in America. — ^The development of the factory system in 
the United States produced on a small scale conditions similar to those of 
England. The beginning of the textile industries in New England, for 
example, was likewise characterized by the employment of women and 
children. Idleness had no part in Puritan traditions, and a century ago 
it was regarded as philanthropic to create factory employment for the 
wives and children of adult male workers. Alexander Hamilton and 
other early protectionists made use of this argument in their plea for a 
tariff. 

The development of manufactures in this country was accompanied 
by the employment of children under sixteen years of age for 12, 13, and 
even 14 hours a day. This situation gradually improved because of 
remedial legislation in many states of the industrial East and Northeast. 
Amelioration, however, was sporadic, for the United States, unlike 
Great Britain, has been a federal government; the matter of child-labor 
legislation lay within the province of the individual states. 

With the recent growth of an industrial South, the evils of child 
labor reappeared in this new manufacturing section. Perhaps it is more 
accurate to say that this problem assumed a different form. Women and 
children had long been engaged in picking raw cotton and in doing chores 
on the farm. Child labor is an agricultural as well as industrial problem. 

4 . World-wide Aspects. — The problem of child labor today is no 
longer an English or an American problem; it has become a world problem. 
The industrialization of Germany, France, Italy, and Central Europe was 
followed by the industrialization of Russia and the Balkans. Manu- 
facturing plants were established in ancient lands of the Orient, such as 
Japan, China, India, and Egypt, and in new countries of South America, 
such as Chile and Argentina. Very often there is neither legislation nor 
an enlightened public opinion to interfere with the exploitation of the 
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human as well as the natural resources of these countries. Recent 
observers in the Orient have reported that some child-labor conditions 
there paralleled those in England a century ago. 

6. Nature of Child Labor. — Child labor may be regarded broadly as 
any work of children under conditions that interfere with the oppor- 
tunities for physical development, education, and recreation which 
children require. It is the working of children at unfit ages, for unreason- 
able hours, or under unhealthful conditions. 

For statistical purposes, child labor is generally defined as the gainful 
employment of persons between ten and fifteen years of age. Gainful 
employment of children under ten years of age is negligible, although it 
can be found in some agricultural occupations, such as berry picking, and 
in some city street trades, such as selling papers and shining shoes. 
Workers over fifteen years of age are often referred to as young persons 
rather than as children. 

6. Extent of Child Labor. — The number of children reported legally at 
work varies greatly from the number of children actually at work. Hence 
ofSicial reports are apt to underestimate the amount of child labor. The 
problem of child accounting is complicated also by the existence of part- 
time work, self-employment, and labor in the homes or on the farms of 
parents, relatives, and “friends.” A complex situation is further con- 
fused by differences in the provisions of various state laws and by differ- 
ences in the efiSciency of various state departments of factory inspection 
and local bureaus of compulsory school attendance. The absence of 
uniform conditions and standardized forms of reporting makes all 
estimates mere approximations. 

The number of children gainfully employed rose steadily from slightly 
over 1 million in 1880 to almost 2 million in 1910. Although the absolute 
number of employed children almost doubled in this generation, their ratio 
to the entire number of children in the same age group in our total 
population increased only slightly, to a degree so small that it may be 
explained in terms of a more complete recording. Hence it seems safe 
to conclude that the proportion of child labor remained fairly constant 
from 1880 to 1910, although absolute numbers rose markedly. 

A great decrease in child labor has taken place within the last gener- 
ation. The number of employed children under fifteen years of age fell 
by almost 50 per cent in the decade from 1910 to 1920j and again by 
almost 50 per cent in the following decade, from 1920 to 1930. This 
represents a reduction in absolute numbers of children gainfully employed 
from almost 2 million in 1910 to a little over 1 million in 1920, and to 
667,000 in 1930. The percentage of the total child population declined 
from 18.4 per cent in 1910 to 8.5 per cent in 1920 and to 4.7 per cent in 
1930. 
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This decline in child labor has been due to the formulation of public 
sentiment against it and to the passage of numerous state laws. Legisla- 
tion has repeatedly raised the age of compulsory school attendance and 
the age at which working papers may be issued. These higher standards 
reflect not only educational progress and humanitarian interest, but also 
the enlightened attitude of organized labor and its grave concern over the 
chronic unemployment problem. The passage of the Federal Fair Labor 
Standards Act in 1938 almost eliminated child labor from industry, 
although not from agriculture or from petty trades. 

7. Occupations and Earnings of Children. — The character of child 
labor can be seen by a study of the occupations in which it has played a 
considerable part. It may be said that children have entered almost 
any industry from which they are not excluded by law and in 
which their unskilled labor and limited physical strength could be 
exploited. 

Occupations of children may be divided into five major groups, which, 
listed in order of relative importance, are (1) agriculture; (2) manu- 
facture; (3) trade; (4) domestic and personal service; and (5) clerical 
occupations. Agriculture has claimed a decreasing portion of the decreas- 
ing number of gainfully employed children, for 61 per cent of aU gainfully 
employed children were on farms in 1920 as compared with 46 per cent 
in 1930. The percentage of children gainfully employed in manufactures, 
but not their absolute number, increased from 17 per cent of all gainfully 
employed children in 1920 to 22 per cent in 1930. Although their total 
number decreased, the relative portion of children employed in trades, 
domestic and personal service, and clerical occupations remained fairly 
constant from 1920 to 1930, in which year each of these three groups com- 
prised from 8 to 10 per cent of all gainfully employed children. 

Children of the cities have been employed chiefly in department stores 
and mills, where employment certificates are generally required. On the 
other hand, children do a considerable amount of labor of which there is 
no record. Some of this is legal, but much is illegal. Thus industrial 
homework or the sweatshop claims many children who are unable to 
obtain employment certificates to work in factories. Street trades, such 
as those of newsboys and bootblacks, are also hard to eliminate and even 
to regulate. The same is true of agriculture, which employs, part time 
and even full time, far more children than the records show. The 
unrecorded, if not illegal, employment of children in numerous other 
occupations makes the problem of child labor of greater magnitude than 
the census figures indicate. 

All studies of child labor reveal the fact that the earnings of children 
have been pitifully small. Except for war emergencies and inflationary 
periods, they have averaged from $3 to $5 a week. This is insufficient to 
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supplement the family income, or to warrant their loss of educational 
opportunity through gainful employment. 

8. Causes of Child Labor.— The minute subdivision of labor which 
accompanied the introduction of the factory system lessened the need for 
craftsmanship. Little strength or intelligence is required to feed and 
tend many machines. Hence this labor can be performed by children. 
Moreover, such labor is generally plentiful and cheap. 

An indifferent public opinion is another causal factor. Although 
cheap goods may take a fearful toll in the health and welfare of workers, 
they can easily be sold. Organizations, such as consumer’ leagues, have 
inaugurated a campaign of popular education to inform the public as to 
the social cost of some bargains. It maintains an honor roll or white list 
of firms whose working conditions are satisfactory and which, therefore, 
warrant public patronage. 

Another causal factor in the problem of child labor is the necessity 
for self-support. Poverty demands that the child’s pitifully meager 
wages supplement the family income, even to that small degree. 

Finally, there often is inadequate or ineffective education. The child 
may be glad to leave school as soon as he is permitted to do so by the 
compulsor 3 '’ school law. Discipline is necessary, but it may be found 
irksome. The subjects taught may be neither practical nor interesting. 
The modern school, however, is providing a curriculum sufficiently 
diversified to appeal to the needs and capabDities of various groups of 
children. 

9. Effects of Child Labor. — The effects of child labor may be grouped 
in a threefold division; first, effects on the child; second, effects on society; 
and third, effects on industry. Of course, all these are overlapping and 
interdependent. 

The physical effects of child labor are often bad. Childhood is the 
period of physical growth, which requires an abundance of fresh air, 
freedom, and activity. The monotony of repeated operations of the same 
character is a poor substitute for the self-expression of play and the 
intellectual stimulation of the school. Again, the moral atmosphere 
of the working child is sometimes unwholesome. At best, child labor is 
apt to stunt the physical, intellectual, and moral growth of the individual 
child. 

Illiteracy and child labor are ugly twins, which appear and disappear 
together. Perhaps it would be more accurate to regard adult illiteracy 
as a product of child labor. In the single decade from 1920 to 1930, 
illiteracy was reduced from 6.0 to 4.3 per cent of the total population ten 
years of age and over. This was due, in part, to the current and prior 
reduction in child labor. Nevertheless, there are still several million 
illiterates in the United States. 
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The effects of child labor on society are injurious. It tends to break 
down family life by removing the child from his normal and proper place 
in the home. The young wage earner may become independent of 
parental authority. At best, his opportunity to rise out of a blind- 
alley job is limited, and he gradually becomes accustomed to low 
wages and low standards. Nevertheless, the present army of child 
workers are destined to become the fathers and mothers of the next 
generation. 

Finally, the effects of child labor on industry itself are bad. It is 
not always cheap, even from an economic point of view. It lowers the 
efficiency of the worker, because a dollar earned before the age of thirteen 
must be subtracted several fold from later earning capacity. Moreover, 
the labor of children is wasteful and dangerous. Their inefficiency is a 
frequent source of both human and economic loss. 

10. State Regulation of Child Labor, o. Past Progress. — Child-labor 
legislation in the United States was attempted first by Massachusetts in 
1836, when a law was passed providing for the instruction of children 
employed in factories; its motive was educational rather than recreational. 
In 1842, the working day for children in Massachusetts was limited to 
10 hours a day; this law applied to children under fourteen years of age 
in the textile mills and to children under sixteen in other manufactures. 
Other states had child-labor laws on their statute books by the time of the 
Civil War. For the most part, however, these early acts were unenforced 
or unenforceable. There was generally no effective system of factory 
inspection, and only fiagrant violations were punished. 

Massachusetts again took the lead in child-labor legislation with the 
passage of the laws of 1866 and 1867. Manufacturing industries were 
forbidden thereby to employ children under ten years of age; and children 
from ten to fifteen years of age might not be employed for more than 
60 hours a week, i.e., for more than 10 hours a day. A system of factory 
inspection was provided and penalties for violations of the law were 
exacted. A minimum of schooling was required of all children. 

In 1903, Illinois passed an act which marked a new era in child-labor 
legislation. This law prohibited children under fourteen years of age 
from working in factories and insisted that they remain in school until 
that age. The example of Illinois was followed by other states, and child- 
labor legislation in the United States was raised to a new and higher social 
plateau. 

b. Present Problems . — The standardization of child-labor laws has 
been difficult, because this legislation has been within the province of the 
individual states. However, the National Child Labor Committee, a 
private agency, has urged higher standards and suggested more uniform 
provisions for legal enactment by the various states. The creation of the 
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Federal Child Labor Bureau in the U.S. Department of Labor was 
another step upward toward uniformly higher levels. 

Although all states now have laws on the subject of child labor, they 
vary greatly in the adequacy of their provisions and in the stringency 
of their enforcement. The minimum age of emplosrment has been raised 
to fourteen years in most states, to sixteen years in many states, and to 
eighteen years in some states. There are numerous loopholes in many 
of these laws; there is also much laxity in their enforcement. 

Meanwhile many states have been raising the age of compulsory school 
attendance and requiring higher educational qualifications for working 
papers. At the same time that they have been raising the minimum 
working age, they have been reducing the maximum working hours for 
those in gainful employment. The laws of most states are still weak in 
their provisions concerning the employment of children in agriculture 
and domestic service. This situation is due, in part, to the fact that the 
enforcement of adequate child-labor standards is more difficult in agricul- 
ture, domestic service, and the street trades than in manufacturing and 
mercantile establishments. 

11. Essentials of Child-labor Legislation. — There are certain fundar 
mentals in all satisfactory child-labor laws. Numerous welfare bodies 
have attempted to standardize th^e requirements and to draft model 
child-labor laws in conformity therewith. Such laws must be clear and 
specific in language. Moreover, they must provide effective machinery 
for the enforcement of their provisions. A salaried corps of inspectors 
must be created wth power to prosecute violations of the law. While 
many employers seek to cooperate in enforcing the law, others have been 
guilty of secret evasion or open violation. 

The minimum age at which a child should be permitted to work should 
be sixteen. Some states have advanced this minimum to eighteen years. 
No exception should be made in the case of children of pauper parents. 
State laws on child labor should be correlated with those on compulsory 
education. Gainfully employed young persons claiming to be above the 
legal minimum age for employment should be required to present working 
papers issued by the proper governmental authority. Their working 
conditions should be regulated carefully in the interests of safety, health, 
and morals. No youths in their teens should be permitted to work more 
than 8 hours a day. Night work should be forbidden, especially in the 
case of young women. Dangerous trades and occupations attended by 
demoralizing influences should not be open to young persons. 

12. Federal Legislation against Child Labor. — It was impossible to 
bring all states up to such uniformly high standards of child-labor legisla- 
tion. Hence various civic associations began to agitate for Federal 
legislation on the subject. Public opinion apparently was ready for the 
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establishment of a national minimum standard for child labor, but, as 
will be seen, the courts were loath to regard such legislation as 
constitutional. 

The first national child labor act was passed in 1916; it gave a year 
to employers to make the necessary adjustments. This law forbade 
shipment in foreign and interstate commerce of goods produced in 
factories employing children under fourteen or emplojdng children under 
sixteen for more than 8 hours a day or for more than 6 days a week or 
in the evening hours. This law was not in operation for a year when it 
was declared unconstitutional by the Supreme Court, ‘ which held it to 
be an undue extension of the interstate-commerce powers of Congress, 
which might not be used to prevent child labor in industries within 
individual states. The effect of this decision was a general lowering of 
child-labor standards throughout the country. 

Indefatigable enemies of child labor did not abandon their fight for a 
national law but sought other legal grounds than the interstate-commerce 
power of Congress. They planned another national child-labor law, baaed 
on the Federal taxing power. Thus the revenue act of 1918, approved 
in 1919, levied a tax of 10 per cent on the net profits of mines, mills, 
canneries, etc., employing children under the ages and conditions speci- 
fied in the first national child-labor law. This second Federal child-labor 
law, however, was as ephemeral as the first. It was held to constitute 
usurpation of the powers of individual states, which were within then- 
residual constitutional rights in regulating child labor within their own 
boundaries as they saw fit. The Supreme Court* declared that the 
second Federal child-labor law was an imdue extension of the Federal 
powers of taxation. These judicial decisions were received unfavorably 
by labor organizations and by enlightened public opinion. 

13. Proposed Child-labor Amendment. — ^As tWe appeared to be 
insuperable constitutional obstacles to a Federal child-labor law, the only 
legal redress for this problem seemed to lie in the passage of an amend- 
ment to the Federal Constitution. In 1924, such a child-labor amend- 
ment was drawn up and passed by both houses of Congress with the 
necessary two-thirds vote. 

This proposed child-labor amendment is only an enabling measure, by 
virtue of which the Congress may, if it so desires, pass a national child- 
labor law. Reformers hope merely to standardize child-labor legislation 
and to provide a legal dead line in the sense of a minimum standard for 
conditions of child labor throughout the country. Child-labor laws of 
many progressive states might continue to be in advance of TniniTnum 
Federal requirements. Although the proposed amendment limits the 

* Hammer v. Dagenhart, 247 U.S. 251, 1918. 

' Bailey v. Drexd Furniture Co., 259 U.S. 20, 1922. 
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authority of indmdual states in this regard, it does not prevent them 
from passing their own laws on the subject of child labor. 

The text of the first two sections of the amendment read as follows: 

Section 1. The Congress shall have power to limit, regulate, and prohibit the 
labor of persons under eighteen years of age. 

Section 2. The power of several states is unimpaired by this article except 
that the operation of State laws shall be suspended to the extent 
necessary to give effect to le^slation enacted by the Congress. 

The great expectations of labor leaders and social reformers were not 
realized, for public inertia and private prejudice alike worked against the 
adoption of the proposed child-labor amendment. In the following 
decade the legislatures of a half dozen states, all in the West, ratified this 
amendment, but the legislatures of over a score of states rejected it. 
Other states delayed action. 

The great economic depression of 1929 to 1933 drew public attention 
to the problem of child labor, not so much because of its evil effects on 
children as because of its supposed displacement of adult workers. Con- 
sequently, public sentiment against child labor, which had lain dormant 
since the passage by Congress of the child-labor amendment in 1924, 
awoke from its indifference about a decade later. Many states which 
had previously rejected or long ignored this amendment subsequently 
ratified it. 

14. Federal Codes and Fair Labor Standards Act. — The National 
Industrial Recovery Act of 1933 empowered the President to approve for 
or to impose upon each trade association an industrial code. Most of 
these codes contained restrictions against child labor. The blanket code 
for all recalcitrant or hesitant industries, issued in the summer of 1933, 
made it illegal to employ any person under sixteen, except that persons 
from fourteen to sixteen might be employed outside mechanical or 
manufacturing industries for not more than 3 hours a day, between 
7 A. M. and 7 p. m., in such hours as would not interfere with schoolwork. 
When the National Industrial Recovery Act was declared unconstitu- 
tional by the Supreme Court in 1935, these industrial codes were invali- 
dated and Federal regulation of child labor was again rendered impotent. 

The Fair Labor Standards Act of 1938 was, as we have seen, an 
attempt to salvage the social benefits of the industrial codes of 1933. It 
imposed minimum wages and maximum hours on industries engaged in 
interstate commerce. It also forbade the employment in mines and 
manufactures of children under sixteen year’s of age. Young persons of 
sixteen or seventeen were prohibited from employments designated as 
dangerous or unhealthy. 
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This F^eral regulation of intrastate industry was based on the 
interstate-commerce powers of Congress; it assumed that the raw mate- 
rials and finished products of intrastate industry flowed through the 
channels of interstate commerce. Although its provisions were more 
drastic than, and its legal basis was similar to, those of the first Federal 
child-labor law of 1916, the Fair Labor Standards Act of 1938, including 
its prohibition of child labor, was upheld by the Supreme Court, which 
completely reversed its former position and fully exposed the progress 
made toward a more liberal philosophy through changes in its membership.* 

16. Women in Industry Compared with Children. — The problem of 
women in industry is not new, because women, as well as children, have 
always been important factors in economic production. The early 
development of the arts, such as manufacturing pottery and weaving 
textiles, was largely woman’s share in primitive culture. The new 
feature is the gainful employment of women for wages in factory and 
office, instead of their employment for sustenance at home, as was the 
case on the farm and under the domestic system. 

The economic causes of women’s entrance into industry were often 
the same as those affecting children, and the social consequences were 
somewhat similar. From the standpoint of society, the effect on family 
life of the employment of women may be unfortrmate, especially in the 
case of mothers forced to leave small children. An important social 
function of the family is that of socialization, or the preparation of 
children for their larger life in society. This cannot be accomplished 
in a family life disrupted by the absence of mother or children from home. 

Mature women cannot be denied their right to independence and self- 
support, for the women-in-industry movement is but a part of the larger 
field of political and economic equality into which they have entered. 
Nevertheless, it is necessary to protect women in the exercise of their 
new freedom. Therefore laws have been passed to regulate the industries 
into which women may enter, so that their surroundings may be healthful 
and sanitary. In general, it may be said that the problem of women in. 
industry is one of regulation, whereas that of children in industry is one 
of elimination. 

For physiological reasons the efficiency of women in certain industries 
is not so high as that of men, although in other kinds of work women may 
surpass men. Again, women’s health and vitality, like those of children, 
are more seriously impaired by the strain of industry than are those of 
men. The wages of women, like those of children, have often been 
pitifully small, for until recently they have generally been unorganized 

* United States v. Darby, 61 Supreme Court, 451, 1941; Opp Cotton Mills, Inc. 
el. al. V. Administrator of Wage and Hour Decision of Department of labor, 61 Supreme 
Court, 525, 1041. 
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and in an unfortunate bargaining position. Legislation on behalf of both 
groups is necessary not only for these reasons, but also because of the 
unfortunate social consequences of their industrial exploitation. 

There exists as great a discrepancy in the laws of various states con- 
cerning the labor of women as of children. Similarly, the courts have 
declared unconstitutional many laws designed to protect them. 

16. Increasing Number of Women in Industry. — The growing number 
of women in industry can be seen from the following figures from the 
United States census; they cover a period of fifty years. The following 
table gives the approximate number of women gainfully employed, their 
percentage of the total number of women of ten years of age or more in 
the general population, and their percentage of the total number of all 
individuals gainfully employed for the past half century. 


Women Gainfully Employed* 


Year 

Number of women 
gainfully employed 
(10 years of age 
and over) 

Per cent of women 
in population 
(10 years of age 
and over) 

Per cent of all 
gainfully employed 

1880 

2,647,000 

15 

15 

1890 

4,005,000 

17 

17 


5,319,000 

19 

18 

1910 

8,076,000 

23 

21 

1920 

8,550,000 

21 

21 

1930 

10,752,000 

22 

22 


‘ XT.S. Bureau of the Census, Census of Occupations, Abstract Summary, 1932, pp. 3-5. 


In 1940, there were 12,846,565 female workers over fourteen years 
of age, who constituted 25.5 per cent of the total female population over 
fourteen years of age. This was slightly greater than the 1930 percentage 
of 24.3. This increase was confined to women workers between twenty 
and sixty years of age; it was greatest in the age gi-oup between twenty- 
five and forty-four years. Even before the "offeminization of industry” 
during the Second World War, one out of every four adult women in our 
population was gainfully employed, and one out of every five gainfully 
employed persons was a woman. By December, 1942, there were over 
15 million gainfully employed women in the United States, and one out 
of every four workers was a woman; 4 million women were in war jobs. 

17. Married Women in Industry. — ^The growing tendency of women 
to remain in industry or business after marriage can be seen from the 
table on page 238, also prepared from returns of the United States census. 

The number of married women gainfully employed in 1930 was six 
times as great as in 1890. There was a 60 per cent increase in the single 
decade from 1920 to 1930. The number of married women employed 
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quadrupled from 1900 to 1930, whereas the number of all women employed 
merely doubled in the same thirty years. The number of married women 
employed increased far more rapidly than the total number of married 
women in the population as a whole. 


Married Women Gainfully Employed 


Year 

Number of 
married 
women 
employed 

Per cent of total 
number of married 
women in population 

Per cent of total 
number of women 
gainfully employed 

1890 

515,260 

4.6 

13.9 

1900 

769,477 

5.6 

15.4 


1,890,661 

10.7 

24.7 


1,920,281 

9.0 

23.0 

BbH 

3,071,302 

11.7 

28.9 


It is evident then that not only are more women and a greater propor- 
tion of them gainfully employed than a generation ago, but also a greater 
number and proportion of them are retaining their positions after 
marriage. It was formerly said that women were merely loaned to 
industry and eventually found their rightful place in the noblest of all 
occupations— that of home making. But these statistics make such a 
statement obsolete or false. If women are merely loaned to industry, 
these loans have increased in number and changed in character from a 
short-time to a long-time obligation. 

The increasing number and proportion of married women gainfully 
employed demonstrate that marriage does not necessarily bring a release 
of women from breadwinning activities, but frequently entails greater 
economic responsibilities. On the other hand, many married women con- 
tinue employment because of the additional comforts which their inde- 
pendent incomes afford them. Some married women continue their 
business or professional careers because they enjoy such work and prefer 
it to household drudgery. This is an economic expression of the new 
freedom of women in harmony with its political expression through 
woman suffrage and its social expression through divorce. Finally, the 
First and Second World Wars greatly accelerated the entrance of women 
into industry and markedly increased the tendency of women to retain 
gainful employment after marriage. 

18. Occupations of Women. — Changes in the character of employ- 
ment of women are as interesting as its mere increase. Passing from the 
quantitative to the qualitative aspect of this problem, the following 
broad occupational groupings have been most important among women 
workers: (1) domestic service, (2) agriculture, (3) industry, (4) commerce 
and business, and (5) professional life. 
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The changing character of work done by employed women can be 
seen by a comparison of the 1930 census statistics with those for 1870. 
It is pictured in Chart 39, which traces percentages and not absolute 
numbers. Hence relative changes in occupational tendencies are clear, 
but the absolute increase in number of employed women is not apparent. 

The relative importance of agriculture to women workers decreased 
markedly, even more markedly for women workers than for all workers; 
agriculture claimed 21 per cent of all employed women in 1870 but only 
7 per cent in 1930. The declining relative importance of domestic and 
personal service is less marked and less stead}’-, falling from 53 per cent 
in 1870 to 28 per cent in 1920, but rising to 33 per cent in 1930. Manu- 



CsABT 39. — Occupational distribution of gainfully employed women (16 years of age or 
over) (1870 to 1930) (expressed in percentages of total for each census year). {Repro- 
duced from “Recent Social Trends,” vol. I, p, 717.) 

factoring and mechanical industries declined slowly and steadily in 
relative importance, falling from 20 per cent in 1870 to 18 per cent in 
1930, in spite of the fact that they employed in absolute numbers more 
women than before and in spite of the fact that these occupations increased 
both relatively and absolutely for all workers. 

On the other hand, the other three occupations of women grew, not 
only in absolute numbers, but also in relative importance. First in rate 
of growth was the clerical group, which increased from 0.4 per cent in 1870 
to 19 per cent in 1930. Next in order came trade and transportation, 
increasing from 1 per cent in 1870 to 12 per cent in 1930. Finally, the 
professional group, which had employed only 6 per cent of all women 
workers in 1870, doubled its relative importance to 12 per cent in 1930. 

19. Hours and Working Conditions. — The problem of excessive hours 
and miserable working conditions is even more serious in the case of 
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women than in the case of men. Woman’s work is not so likely to be 
finished when she leaves the factory or office. Moreover, she is more 
susceptible to fatigue than is man. For these reasons, as well as because 
of the greater possibility of exploitation, legislators have been more willing 
to limit working hours of women than those of men. 

Excessive hours, overtime employment, and night work, nevertheless, 
have been common among women workers, frequently employed in open 
or secret defiance of existing statutes. Although the legal 8-hour day 
for women had been introduced into many states, the 9- and 10-hour 
day long prevailed. Social and biological reasons alike necessitate a 
short working day and week for women in industry. 

Surroundings of working women are as important as the n umb er of 
hours they are employed. Conditions in this respect also have been 
unsatisfactory. Although working environments must necessarily vary 
in different industries and places, there are some common standards of 
decency and comfort. For illustrations, seats, restrooms, and sanitary 
toilet facilities should be provided for all women in industry. 

20. Inadequate Wages of Women. — The wages of many women have 
been insufficient to support themselves and hopelessly inadequate to 
maintain a family. Attempts have been made to justify their inade- 
quacy on the grounds that they were sufficient for single girls living at 
home or for "pin money” to supplement the family income of married 
women. 

Public attention was first drawn to the low wages of women workers in 
1899 by an important report of the TJ.S. Industrial Commission, which 
revealed that many girls and yoimg women did not receive sufficient 
wages to meet their necessary living expesases, particularly in large 
cities. The 1900 census found that a quarter of all women workers, 
sixteen years of age or over, received less than $4.50 a week and that the 
median wage for this entire group of women workers was only $5.64. 
A comparison of these wages with current costs of maintaining a single 
woman, living independently, disclosed their gross inadequacy to permit 
a minimum standard of physical health, of comfort, and even of necessi- 
ties. The inadequacy of the wages of women, seeking vainly for self- 
support, contributed to poverty and prostitution. 

The minimum-wage standard set for women and girls dependent on 
their own earnings has been variously estimated because of local differ- 
ences and frequently revised because of changes in costs of living. For 
example, the minimum standard was raised by the Minimum Wage 
Boards of Massachusetts and Minnesota in 1914 from $8 a week to $12, 
and in 1915 to $15.50. The peak was reached at the height of inflation 
in 1920, when a minimum-wage rate of $16.50 a week was prescribed for 
women workers in the District of Columbia. 
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A study of the wages of women in industry was made by the National 
Industrial Conference Board. ^ It was based on an analysis of twenty-five 
manufac luring industries. The findings of this organization disclosed 
that average weeldy earnings of women m industry rose rapidly from 
S7.84 in 1914 to $19.06 in 1920. This rise was even greater than that 
in costs of living, and the 1920 average was greater than the minimum 
cost of living just prescribed. The war prosperity was follovred by the 
depression of 1920; women who had been taking men’s jobs were replaced, 
in part, by returning soldiers. Money earnings of women fell briefly 
and proportionately; they then leveled off like costs of living and other 
wages. 

During the economic depression of 1929 to 1933, the usages of most 
workers were lowered; the standard of living wage for women workers 
was shattered. Sweatshops paid a mere pittance to the makers of low- 
priced women’s di’esses. Unorganized factory workers in the garment 
industries and knitting and weaving mills were paid starvation wages. 
Union wage scales were lowered and even the unions themselves were 
Aveakened or broken. Frances Perkins, Secretary of Labor under Presi- 
dent Roosevelt, the first woman to become a cabinet minister, struggled 
ardently to improve the deplorable conditions among women workers 
which faced her on the assumption of her duties. Minimum-wage 
legislation was passed by the Federal Government and by many states. 

21. Reasons for the Low Wages of Women. — The low wages paid 
women workers have resulted from many causes. One has been their 
relatively weak bargaining power; it is only recently that women have 
developed effective labor organizations. Again, women are generally 
more immobile than men; they caimot or will not go so readily from one 
employment to another. The labor of women was formerly concentrated 
Avithin a relatively few industries, in AA-hich they were forced to meet 
the competition of many other women seeking part-time or temporary 
employment. Finally, many AA’omen have not been entirely self-sup- 
porting and completely dependent on their OAvn earnings; the failure of 
this group to demand or to secure a living wage has forced down the 
general level of wages for all women workers. 

22. Inequality of Wages. — There are tAvo aspects of the problem of 
loAv wages of women. The one concerns the inadequacy of the wages 
of many women to maintain decent standards of living; this problem is 
attacked by minimum-wage laws. The other aspect reflects the lower 
AA'age scale of women in those occupations in which they compete with 
men; it raises the question of equal pay for equal Avork. 

The exploitation of women has assumed many forms, chief among 
AAhich has been sex discrimination in wages. In general and until 

* National Industrial Conference Board, “Wages in the United States, 1914-1927.” 



242 


SOCIAL ASPECTS OF INDUSTRY 


recently, the better paid jobs have been held by men; the less remunera- 
tive occupations were relegated to women, who entered or intruded 
upon industry at a later time and on less favorable terms than men. 

Some employers have paid lower wages to women than to men doing 
the same work. In extreme cases, the piece rates for women workers 
were only one-half those paid men in the same occupations. The study 
of the earnings of workers in industry by the National Industrial Con- 
ference Board revealed that average wages of women have been not 
only lower than the average of all workers but lower than the average of 
male unskilled workers. 

When women took the places of men who went to war, piece rates 
were sometimes lowered in these industries. The United States Govern- 
ment adopted a policy of wage equality for men and women in most 
occupations in which both were employed, but in private employments 
the substitution of women for men at lower wage rates was common. 
Many returned soldiers discovered that their employments had been 
thrown open to women who would work for less wages than men were 
willing to accept. 

“Equal pay for equal work” was finally given recognition by the 
American Federation of Labor, although certain trades in which the 
controversy had waged most strenuously became exclusively women’s 
trades and others exclusively men’s trades. It is alleged that, for the 
same grade of labor, wages are still lower in women’s trades than in 
those of men. Recent salary schedules for teachers in most communities 
have been planned without sex discrimination. The U.S. Department 
of Labor through its Women in Industry Service has gone on record that 
“wages should be established upon the basis of occupation and not on the 
basis of sex. The minimum wage rate should cover the cost of living of 
dependents and not merely for the individual.” 

Within recent years, an increasing number and proportion of women 
in industry have begun to organize unions. Moreover, many women 
have been entering mercantile pursuits and the professions on more 
nearly equal terms with men. The acquisition of the franchise by 
women must mean that their political equality will be supplemented by 
economic equality. The so-called “Women’s Movement” has begun 
to express itself in industrial democracy, as well as in political and social 
democracy. As time goes on, it is likely that this problem of sex dis- 
crimination in wages will become less serious. 

23. “Equal Pay for Equal Work” Arguments. — There are various 
arguments for the failure to pay equal wages to men and women in the 
same or similar occupations. It is alleged that many women have 
merely themselves to support, and that some of them do not have even 
this responsibility. On the other hand, men are more apt to have 
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dependents and greater financial responsibilities, for they are fre- 
quently heads of families and the chief breadwinners. 

It is also argued, though with less force, that the financial needs 
of w'omen are less than those of men, because of their ability to do such 
things as the preparation of their own food and the manufacture of their 
OTMi clothing. Back of this argument, however, is the traditional feeling 
that the rightful place of women is the home. It ignores or minimizes 
the substitution of the factory system for domestic production. 

Another argument for wage inequality is that men are more efficient 
than women. The greater physical strength and perhaps the exceptional 
skill of men prevent women from entering many trades and so perpetuate 
some wage differences based on sex. On the other hand, there are other 
occupations in which women are more efficient than men, because of their 
greater capacity for detail, routine, and painstaking work. 

The relative efficiency of men and women should not be discussed as 
a general question, but only for particular occupations. Women’s 
industrial qualifications are different from, not inferior to, those of men. 
Moreover, many are based on differences in the social environment, 
rather than on the physical difference of sex. As time goes on, many 
traditional differences will tend to decrease. 

On the other hand, the fact of sex cannot be ignored. Time lost 
through illness and domestic causes is proportionately greater among 
women than among men. Moreover, legal restrictions concerning the 
employment of women cause an added expense to the employer, which 
he is apt to deduct from the wages of his women employees. 

24. Sweatshops. — ^An important phase of the problem of women in 
industry is the sweatshop. Although sweated trades are frequently those 
in which women are employed, the problem is not exclusively such. Old 
men, young children, and the infirm also are represented here. Indeed, 
it may be said that the sweating system exists wherever there is an abun- 
dant supply of labor helplessly dependent on unscrupulous employers. 
It is an extreme form of economic exploitation which has existed in most 
large cities, especially those congested by newly arrived immigrants 
and Negroes. 

Although involving conditions growing out of the industrial revolu- 
tion, the sweatshop is to be contrasted to, not connected with, the factory 
sj^stem. One of its characteristic features is that the work is done in 
private houses of sweaters or living rooms of workers, not in large super- 
vised factories. For this reason some students of the problem have 
regarded the sweatshop as a modem survival of the domestic sys- 
tem of manufacture, which antedated the industrial revolution. The 
fact that it is industrial homework makes difficult supervision and 
regulation. 
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Although there have been many sweated industries, such as the manu- 
facture of cigars and artificial fiowers, the clothing industry was the most 
flagrant example. Before the devdopment of labor organizations and 
slum-clearance programs, the sweatshop flourished among the Jewish 
garment workers in the lower East Side of New York City. The essence 
of the system was the farming out to competing contractors of material 
cut for garments, which, in turn, was distributed among individual 
workers to be sewn into finished garments. The cutting of the cloth 
was generally done by an expert under the direct supervision of the manu- 
facturer, after which the pieces were delivered to contractors who had 
agreed to make them up at so much per garment. The contractor or 
sweater might furnish a room, the sweatshop, and have the garments 
finished there under his supervision, or he might distribute the pieces 
among workers to be sewn in their own homes. In both cases, there 
was a complete absence of collective bargaining, as the sweater made 
individual agreements with his workers. His profit lay in the margin 
of difference between the contract price and the wage cost of the garment. 
Workers were paid low wages on a piecework basis. Pace setting and 
rate cutting were frequent. Hence workers sweated to earn a pittance. 

25. Causes and Effects of Sweatshop. — The causes of the sweatshop 
are those common to the employment of women and children. The 
work is simple in character; its chief requirement is cheapness. The 
existence of isolated groups of ill-adjusted workers, dependent and 
defenseless, facilitates sweating. Finally, the seasonal aspect of some 
light industries is conducive to it, for manxifacturers hesitate to install 
capital which caimot be used continuously; the small shop or sweatshop 
is frequently utilized to care for a temporary demand in excess of existing 
plant capacity. 

Wages in sweated industries are not only low, but also unequal for 
the same work. Self-interest impels the sweater to drive the hardest 
possible bargain with every worker; he capitalizes individual helplessness 
and misfortune. Competition for industrial homework among the 
needy and ignorant drives down its return to still lower and more unequal 
levels, rmtil, finally, the limit of a bare subsistence wage is reached by 
the most unfortunate. 

Other evils of the sweating system have been long hours of work and 
irregular employment. During the spring and autumn, for example, 
garment workers have toiled far into the night, in spite of the fact that 
they had scant employment in previous weeks. Again, sweating breaks 
down industrial standards by introducing and even inducing the competi- 
tion of submarginal groups. The infirm, the crippled, and the whole 
group of partially employables may be utilized by the sweater in busy 
seasons. 
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Filially, conditions of work under the sweating systems were unwhole- 
some, if not intolerable. The wearers of fashionable tailored-to-measure 
clothing have often been indifferent to or ignorant of the miserable 
surroundings in which their garments were finished. Conditions of 
employment in many sweatshops have been dangerous, not only to the 
workers, but also to consumers and the general public. As sweatshops 
have been located in homes of sweaters or in rooms of workers, adequate 
factory inspection has been well-nigh impossible. 

26 . Regulation of the Sweatshop. — The very nature of the sweatshop 
has impeded its superidsion. Nevertheless, licenses have been required 
for premises on which sweated trades were to be conducted. Licensing 
opened the possibility of governmental inspection. Contractors could 
be held responsible for work done within licensed premises. However, a 
sufficiently large corps of efficient and honest inspectors has been difficult 
to secure. Moreover, such regulation could only improve working 
conditions. It could not eliminate ewils of low wages and unequal wages, 
which problem has been approached by minimum-wage laws. 

The sweatshop has been attacked more effectively by organized labor 
than by state legislation. Low wages in sweatshops meant low wages in 
factories. Organized labor has been insistent in its efforts to eliminate, 
rather than to ameliorate, the sweatshop. Thus the Amalgamated 
Clothing Workers and the International Ladies’ Garment Workers 
have included prohibitions against industrial homework in their joint 
agreements. 

27 . Protective Legislation for Women. — Child-labor legislation has 
been paralleled by similar protective legislation for women workers, for 
both these groups suffered under sweatshop conditions. As women 
and children were employed on a considerable scale in the manufacture 
of textiles, these industries were among the first to be regulated by those 
states in which they flourished. 

In the wave of humanitarianism which swept the country just before 
the Civil War, the organized women workers of New Hampshire secured 
the 10-hour law of 1847, which has been regarded as the first of its kind 
in the country. Other New England and Middle Atlantic states followed, 
but the movement came to naught because these laws specified that the 
10-hour day prevail in “the absence of an express contract requiring 
greater time.” Employers took advantage of this loophole in the law by 
making such contract a prior condition of employment. 

After the interruption of the Civil War there was a resmnption of 
efforts to restrict the hours of women in industry. A Massachusetts 
law of 1874 sought to limit the employment of women and minors to 
10 hours a day and 60 hours a week. A “joker” in the law, however, 
provided that only “willful” violations could be punished; consequently, 
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this law did not become effective until 1879, when it was amended in this 
respect. Similar laws were then passed by other states. In the closing 
years of the nineteenth century, progressive states raised their standards 
to stm higher levels by reducing the legal limits from a 10-hour day to an 
8-hour day. 

After a half century of evasion had been terminated by plugging 
the various loopholes in the divergent laws of the different states, the foes 
of protective legislation for women in industry began to raise constitu- 
tional objections in the path of social progress. 

It was contended that these restrictive laws interfered with the 
individual right of freedom of contract. Thus the Supreme Court of 
Illinois^ found unconstitutional a law of that state which provided an 
8-hour day for women in factories; it held the law to be “purely arbitrary 
restriction” on freedom of contract, which women, as well as men, were 
guaranteed by the Constitution. On the other hand, a Nebraska court 
upheld a similar law for that state; it declared “that women and children 
have always, to a certain extent, been wards of the state.”® 

The United States Supreme Court® upheld the constitutionality of 
an Oregon 10-hour law for women workers in factories. Their health 
was regarded as vital to group welfare, and the law was viewed as a 
legitimate exercise of the police power of the state. The effects of this 
legal victory were powerful and immediate. A short time afterward 
the Superior Court of Illinois reversed the decision of a decade before 
and declared that the law of that state, which limited the number of 
hours that women might be employed in certain industries, was not 
class legislation and therefore not unconstitutional. In 1914, an 8-hour 
law for women was similarly sustained in the state of California. Appar- 
ently a national victory had been won concerning the constitutionality of 
legislation restricting the hours of employment of women. 

Before the wave of social legislation following the great depression, 
only half a dozen states had no legal restrictions as to the number of hours 
that women might be employed. In some states, the 8-hour day was 
specified; in others, the 9-hour day; and in still others, the 10-hour day. 
In those states where the maximum number of hours was expressed on a 
weekly basis, it varied from 48 to 60 hours per week. In other states, 
there was a combination of daily and weekly bases. In progressive 
states, the standard had been raised to the 8-hour day for women 
workers. 

Most states made exception to the law in the case of women employed 
in agriculture or domestic service. In many instances, the maxim um 

^ Ritchie v. The People, 155 111. 98, 1895. 

® Wenkam v. Stale, 65 Nebraska 394, 1902. 

® Mvller V. Oregon, 208 TJ.S. 412, 1908. 



WOMEN AND CHILDREN IN INDUSTRY 


247 


number of hours was prescribed only for certain classes of industries, 
as, for illustration, manufacture or certain specified manufacturing 
industries. Some states absolutely forbade the employment of women 
in dangerous and unhealthy occupations, such as mining; their employ- 
ment at night was either forbidden or restricted. Some states prohibited 
employment of women for several weeks before and after childbirth. 

The elimination of the sweatshop has been sought through legislation 
against industrial homework, except for members of the immediate family 
who live on the premises. Long hours have been shortened by provisions 
requiring higher wage rates for overtime; low wages have been raised by 
minimum-wage laws. 

28. Purpose and Types of Minimum-wage Legislation. — The mini- 
mum-wage law attempts legal protection against exploitation. Its 
avowed purpose is to secure a living wage and to prevent employment 
at less than this minimum level. It developed as a weapon of last resort 
against sweated industries. Although there is now a Federal statute 
applicable to all industrial workers, the scope of minimum-wage laws in 
this country was originally limited to state laws for women. 

Minimum-wage laws may be either general in their application or 
limited to specific groups of workem in particular occupations. They 
may either prescribe a flat rate of pay as a minimum or proscribe the 
payment of wages less than sufficient to maintain a minimum standard 
of living. In the latter case, there must be some provision in the law 
for the creation of a permanent administrative board to determine from 
time to time and from place to place what constitutes a minimum stand- 
ard of living and hence a minimum wage. Changes in the general price 
level, local differences in costs of living, and occupational variations 
in wage schedules make this type of minimum-wage law more flexible 
than the specification of a particular minimum wage. Lack of rigidity, 
however, can be a source of weakness as well as of strength. A specific 
law may be unjust and require revision, but a nonspecific law may lead 
to delay and result in evasion. 

29. Origin of Minimum-wage Laws. — ^Like other progressive labor 
legislation, minimum-wage laws originated in Australasia. The con- 
ciliation boards of New Zealand, established in 1894 for the compulsory 
arbitration of industrial disputes, were authorized to fix a minimum 
wage within sweated industries. Victoria, Australia, in 1896, passed the 
first independent minimum-wage law in a similar attempt to regulate 
sweated industries. Administrative power was vested in especially 
created boards composed of representatives of both workers and employ- 
ers under the chairmanship of a nonpartisan umpire. The experiment 
was regarded as successful enough to be expanded in 1900 from the six 
specified sweated industries to nearly all the important industries of the 
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proTince. In the first decade of the t-proitieth century, other Australian 
states passed similar legislatioiL 

Great Britain enacted the Trade Boards Act of 1909 for the r^ula- 
tion of certain sweated industries. The jurisdiction of these boards 
was gradually extended to include men as well as women, skilled as wdl 
as unskilled workers, and agricultural as well as industrial labor. Mini- 
mum-wage lei^lation in some form spread also to the continent of Europe 
and to the Americas. 

30. Minimuni-wage Laws in the United States. — ^Massachusetts 
was the first state in this country to pass a minimum-wage law. An 
act of 1912, limited to women, provided for the creation of an administrar 
tive board to determine from time to time what would constitute a 
minimiiTn wage. The prescribed minimum wage was not mandatory; 
the law relied for its enforcement on the weapons of publicity and public 
opinion. Eevertheles, it was fairly effective. 

The foUowing year, eight other states passed minimum-wage laws 
for women, most of which however were mandatory in character. B^ore 
the outbreak of the First World War, the movement was well on its 
way over the country. These minimum-wage laws, unlike those of 
Europe and Australasia, were limited in their application to women. 
Organized labor in America originally opposed extension of minimum- 
wage legislation to adult male workers, even in the sweated industries. 

The constitutionality of mandatory minimum-wage laws in this 
country was long a vexed issue. In 1917, the Supreme Court of the 
United States by an even decision refused to set aside a decision of the 
Superior Court of Oregon in support of its minimum-wage law. Con- 
sequently, the courts of most states refused to declare unconstitutional 
the minimum-wage laws of their respective states. 

The legal status of minimum-wage laws seemed fairly well established, 
when events suddenly took a very different turn. In 1923, the United 
State Supreme Court, ^ by a five-to-three verdict, declared imcon- 
stitutional the District of Columbia mandatory-wage-board law, which it 
held to be an unwarranted interference with the constitutional guaranty 
of freedom of contract. This important decision invalidated other 
mandatory minimum-wage laws in various state throughout the Union; 
in 1924, the Wisconsin minimum-wage law for women and children 
was similarly declared unconstitutional; in 1927, the minimum-wage 
law of Arizona was likewise invalidated. 

Distressing conditions during the great depression aroused public 
opinion to the necessity of social action against sweated industries. 
Testimony given during the formulation of the N.II.A. codes revealed 
miserably low wages in many occupations. Consequently, minimum- 

* Adkim v. Childrm’s Hospital, 261 U.S. 525, 1923. 
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wage legislation was revived. New York took the lead in 1933; it was 
followed that same year by several other states. These laws copied the 
general outline of the standard bill drawn up by the National Consumers’ 
League. The minim um wage suggested was at first to be permissive to 
allow time for rebuttal and readjustment, but nine months after the 
decision of the state board its minimum wage was to become mandatory 
on the entire industry. Despite its desirable new features and its wide 
general acceptance, the New York minimum-wage law was held^ in 
1936 to be unconstitutional by a five-to-four decision of the Supreme 
Court, which viewed the new law as essentially similar to the old law 
for the District of Columbia. 

Although mandatory minimum-wage laws had twice been declared 
unconstitutional by the Supreme Court of the United States, the stimulus 
of the Roosevelt reconstruction program encouraged liberal legislators 
to persist in the formulation and passage of other state minimum-wage 
laws. Their efforts were finally and unexpectedly rewarded. The 
Supreme Court again reversed itself by another five-to-four decision;* 
the state of Washington minimum-wage law was declared constitutional 
in 1937. The effects of this important decision were immediate and wide. 
Within the next year over a score of states had minimum-wage laws in 
effect within their own borders. The Federal Government in 1938 
passed the Fair Labor Standards Act, which provided mandatory mini- 
mum wages. 

31. Federal Minimum-wage Law. — ^While the states were experi- 
menting with minimum-wage laws and struggling with conflicting court 
decisions, the Federal Government was preparing a similar program on a 
broader scale. Not only did this Federal legislation cover all states 
and all industries engaged in interstate commerce, but it included men 
as well as women. Although possessing considerable flexibility and 
adaptability, the law was mandatory rather than permissive. 

The Fair Labor Standards Act, known also as the Minimum Wage and 
Maximum Hour Law, sought to put a floor under wages and a ceiling over 
hours; it also attempted, as previously explained, to exclude children 
from all industries engaged in interatate commerce. It created the 
Federal Wage and Hour Administration for the enforcement of the 
provisions of the law. It charged the Administrator with the duty of 
appointing tripartite industrial committees, composed of an equal 
number of employers, employees, and public representatives, empowered 
to investigate industrial conditions, to hold public hearings, and to make 
recommendations to the Administrator for higher wage rates than the 
legal minima for their respective industries. 

* Morehead v. New York ex rel. Tipaldo, 298 U.S. 587, 1936. 

» West Coast Hotel Co. v. Parrish 300 U.S. 379, 1937. 
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The salient provisions of the act with respect to wages (found in 
Section 6) are as follows: 

1. During the first year from the effective date of this section (October 24, 
1938) wages at the rate of not less than 25 cents an hour. 

2. During the next six years from such date not less than 30 cents per hour. 

3. After the expiration of seven years from such date, not less than 40 cents 
per hour, or the rate (not less than 30 cents per hour) prescribed in the applicable 
order of the administrator of the act. 

4. At any time after the effective date, not less than the rate (not in excess of 
40 cents an hour) as prescribed by the Administrator. 

In striking contrast to the long struggle of state minimum wage 
laws to achieve legal validity, characterized by decades of doubtful or 
denied constitutionality, the Federal Minimum Wage and Maximum 
Hour Act was promptly sustained in 1941 by a sweeping decision' of 
the United States Supreme Court. Presidential appointments to the 
Supreme Court had proved more effective than his attack on it. 

32. Nature and Problem of Minimum Wage. — ^The determination 
of a minimum wage at a specific time for a particular group of workers 
is as difficult as the former problem of the determination of a Tuinimnm 
standard of living. Indeed, they are merely different aspects of the 
same problem. An Australian court, for illustration, once defined a 
minimum wage as the sum sufficient to cover “the normal needs of 
the average employee regarded as a human being living in a civilized 
community.” 

Any such definition, however, is no answer to the problem; it is 
merely a restatement of the general question. It raises immediately 
such other issues as: What are normal needs? Who is the average 
employee? Should a minimum wage be determined on the basis of a 
decent standard of Imng for a single individual or for a family of four or 
five? Should the minimum wage be the same for a man as for a woman? 

Furthermore, such a concept of a minimum wage is more social than 
economic; it involves a human rather than a pecuniary analysis. It 
ignores evaluation of the services rendered in a particular labor market. 
Justice Sutherland of the United States Supreme Court declared the 
mandatory minimum-wage law for the District of Columbia* to be an 
imwarranted restriction on freedom of contract. He stated that it set 
wages without regard to the value of the workers’ services in an arbitrary 
fashion and in violation of the "due process of law” phrase in the Fifth 
Amendment. 

' United States v. Darhy, 61 S. Ct. 451, Feb, 3, 1941 ; 0pp. Cotton Mills Inc. el al. v. 
Administrator of Wage and How Division of Department of Labor, 61 S. Ct. 525, Feb. 3, 
1941. 

* Adkins v. Children’s Hospital, 261. U.S. 525, 1923. 
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In short, it may readily be admitted that any minimum wage, no 
matter how carefully formulated, may involve social injustice, legal 
inequity, and economic difliculty. Nevertheless, social injustices may 
be less with minimum-wage laws than without them, and economic 
welfare may be increased, rather than decreased, by eliminating the 
employment of individuals at wages too small to permit health and 
working efficiency. 

33. Objections to Minimum-wage Laws. — ^The familiar laissez-faire 
argument contends that wage fixation by arbitrary legislative or adminis- 
trative bodies is impossible or undeshable. Wages are determined by 
the interaction of the forces of supply and demand for various kinds 
of labor. To increase the wages of one group by any given sum, it is 
contended, is merely to subtract from the wages of another group an 
equivalent amount. 

On the other hand, advocates of minimum-wage legislation contend 
that wage boards merely seek to determine and enforce the competitive 
rate of wages for a specific labor group. An unscrupulous employer or 
sweater is thus prevented from taking advantage of a situation or cutting 
under the normal competitive w’age through his strategic bargaining 
position. Moreover, minimum-wage laws restrict the field of competition 
to competent employables by eliminating submarginal workers whose 
competition scales down the wages of all workers in those industries. 
Perhaps that is a fairer statement than the bald objection that minimum- 
wage laws interfere with the free play of natural economic forces in 
wage determination. 

Other objections to minimum-wage laws have been advanced from 
the point of view of the employer and industry. It is contended that 
minimum-wage laws put a premium on inefficiency, because the worker 
must be paid a given wsge whether or not he earns it. Again, the effect 
of such legislation may be the expulsion of industries from the state 
affected into less progressive ones where there are no minimum-wage 
laws. 

From the point of view of the employee, it is contended that minimum'^ 
wage law's tend to undermine the strength of organized labor. Employees 
should look to the unions, rather than to the state, for an increase in 
wages. Moreover, skilled workers fear that the minimum wage may 
become the maximum w’age and that the less efficient workers may profit 
at the expense of the more efficient ones. 

In the last place, it has been argued that society would suffer from 
minimum-wage legislation because of a resultant increase in the size 
of the pauper group. Many wretchedly paid workers receive such low 
wages. Jaecause th^ are mentally or physically subnormal. Thus sweat- 
shop workers include defectives and dependents, the incompetent, the 
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indifferent, and the ignorant. Is this group economically capable of 
producing suffiSenF income to ju stify fo^itself a‘*'livihg wage^’? To 
insist on a minimum wage would mean that no employer would hire 
members of this partially employable group, who would therefore be 
thrown back upon society for support. Under the present sySein, 
however, submarginal workers are capable of earning at least a small 
sum, by means of which they can partially support themselves at a 
decent standard of living or fully maintain themselves at subnormal 
planes of living. 

Such an argument possesses little merit. The small earnings of 
submarginal workers do not compensate for the utter demoralization of 
the entire labor market by cutting under a decent wage. Indeed, one 
of the chief aims of the reconstruction program of 1933, and the codes 
submitted in accordance therewith, was the elimination of the sub- 
marginal laborer, the submarginal employer, and the submarginal 
farmer. 

34. Successful Experience with Minimtun-wage Laws. — Nearly all 
the evidence that has been collected thus far goes to show that minimum- 
wage legislation has raised wages; this has been particularly true of the 
sweated trades. Moreover, there has not been a general leveling down 
of wages above the prescribed minimum. Instead, there has frequently 
taken place a general raising of the total wage schedule from the new 
minimum-wage basis as a higher level from which to measure still hi^er 
differentials. 

The effects of minimum-wage legislation on unemployment have been 
found to be less severe than had been predicted by critics, although many 
subnormal workers have been thereby thrown out of employment. But 
even if some increase in the dependent group is assumed, this price is 
not too much to pay for the elimination, as a factor in wage determination, 
of the ruinous competition of the submarginal worker. It has been 
alleged that his low wage tended to fix wages for the whole group in 
many sweated trades. Minimum-wage legislation has forced an eco- 
nomically desirable distinction between the unemployed and the unem- 
ployable groups. 

For these reasons, organized labor in America has come to feel that 
it has little to fear and much to gain from minimum-wage legislation. 
Its earlier attitude of suspicion has changed to one of encouragement 
and support. 

Experience has shown that the removal of an industry from one state 
to another because of the passage of a minimum-wage law has generally 
been more of a threat than a reality. The additional labor cost has not 
been so great as expected, because of the increased productivity of the 
better workers. The passage of a Federal act covering all workers in 
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all industries producing through interstate commerce throughout the 
entire country has rendered this objection obsolete, if not invalid. 

Stimmaiy.— One of the great maladjustments of the industrial 
revolution in England was the employment of young children in factories 
and mines. The situation gradually improved during the past century 
by the passage of social legislation. The rise of manufactures in America 
and other parts of the world was attended by the development of similar 
problems of exploitation. Children have entered almost all occupations 
requiiing little strength or skill. Their meager earnings do not justify 
the loss of educational or recreational opportunity which is involved. 
Child labor decreased markedly in this countrj'' during the opening 
decades of the present century, owing to the passage of effective child- 
labor laws by many states. 

The United States is a constitutional and federal government. Before 
1933, the regulation of child labor fell vithin the residual powers of 
the indmdual states. Consequently, it was difficult to secure uniformly 
high standards of child-labor legislation throughout the country. The 
laws of some states were excellent, but those of other states were woefully 
inadequate. Two Federal laws for the regulation of child labor were 
declared unconstitutional. A Federal amendment has been passed 
by a two-thirds majority of both houses of Congress, but it has not been 
ratified bj"- three-fourths of the states. This amendment is merely an 
enabling measure, giving to the Federal Government power to regulate 
the employment of children under eighteen years of age. The Federal 
Fair Labor Standards Act of 1938 prohibited child labor in interstate 
commerce. 

The development of the factory sj’^stem was accompanied by the 
entrance of women into industry in addition to their former occupations 
of agriculture and domestic service. Recent years have seen the entrance 
of women into business and the professions. Moreover, a greater number 
and ratio of married women are evident. 

Various states of the Union have passed different pieces of legislation 
for the regulation of the hours and working conditions of employed 
women. Some states have passed minimum-wage laws, for investiga- 
tion has shown that the wages of women in most occupations have been 
inadequate and in some cases far below the wages of men for the same 
work. The mandatory minimum wage, at first regarded as uncon- 
stitutional, was finally upheld by the Supreme Court of the United States. 
The Federal Fair Labor Standards Act put a floor under wages and a 
ceiling over hours. It extended the general principle of a decent standard 
of liAung miniTmim to all Workers in interstate commerce. 

The sweatshop represents a survival of the domestic system of manu- 
facture. Goods are made in the home, rather than in the factory. 



254 


SOCIAL ASPECTS OF INDUSTRY 


Wages are low and unequal in the sweated industries, for individual and 
not collective bar gaining prevails. Organized labor has constantly 
opposed homework in its struggle against the sweatshop. The state 
has made recourse to minimum-wage laws as its weapon of last resort 
against sweated industries. 

Questions for Discussion 

1. What was the theory of laiaaez faire, and how did it oppose the passage of 
child-labor legislation? 

2. Is child labor a local, a national, or an international problem? How? Why? 

3. Is it essentially an industrial problem? Why or why not? 

4. Outline causes of child labor. 

5. Outline effects. 

6. What are some essential points in a model child-labor bill? 

7. Does the proposed child-labor amendment prohibit the employment of 
children under eighteen years of age? Explain. 

8. Show the increasing number of women in industry. 

9. Show the expanding character of occupations represented. 

10. What are some causes of the low wages paid to women? 

11. What are some essentials of the sweating system? 

12. How can the evils of sweating be overcome? 

13. Give arguments for and against minimum-wage laws. 

14. Discuss the constitutionality of minimum-wage laws. 

15. Show the similaritiea of the problems of child labor and of women in industry. 

16. Give wage provisions of the Fair Labor Standards Act. 

Topics for Investigation 

1. Early English conditions of child labor and of women in industry. 

2. Legislative reform in Great Britain during the first part of the nineteenth 
century. 

3. Child labor today in the cotton mills of the Orient. 

4. United States Constitution and child-labor legislation. 

5. Child labor and the industrial South. 

6. Child-labor laws of your own state. 

7. Effects of the First and Second World Wars upon the problem of women in 
industry. 

8. “Equal pay for equal work.” 

9. Minimum-wage legislation in Australasia. 

10. Recent minimum-wage legislation in Europe. 

11. Wage provisions under codes of the National Industrial Recovery Act. 

12. Wage provisions of the Fair Labor Standards Act. 
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CHAPTER XI 

INDUSTRIAL HAZARDS AND SOCIAL INSURANCE 
PROMOTION OF SAFETY 

1. Extent of Industrial Accidents. — The lack of reliable statistics 
makes it impossible to state definitely the number and severity of indus- 
trial accidents within the United States. The jurisdiction of the Federal 
Government is limited to interstate commerce. In some states statistics 
of industrial accidents are well kept, but in other states they are incom- 
plete and inaccurate. There is no uniformity in methods of classifying 
and recording industrial accidents. 

The future development of protective le^lation for workers must be 
accompanied by the compiling of fuller and better statistics. The general 
acceptance by all states of standardized forms for reporting industrial 
accidents would be a great step forward. The American Association 
for Labor Legislation devised and urged the adoption of such an improved 
form. 

In 1923, it was estimated that annual accidents involving permanent 
total disability were about 1,700, those involving permanent partial 
disability were over 100,000, and those involving temporary total dis- 
ability were over 2,000,000. The annual number of fatalities in industry 
was estimated at over 21,000.* In contrast to this high mortality. rate 
for American industry, the International Labour Ofiice reported that 
the number of fatal work accidents in 1923 was 2,082 in France and 3,302 
in England. In Germany, in 1925, the corresponding number was 
5,285. In other words, the combined annual industrial fatalities of 
France, England, and Germany were less than half those in the United 
States, in spite of the fact that the number of the combined peoples or 
workers in all these countries was greater than that of the United States. 

There has been no great or permanent reduction in the number of 
industrial accidents, which vary with seasons of the year and with 
swings of the business cycle. Some students fear a generally Upward 
trend. However, any long-run increase, if true, has not been dispro- 
portionately greater than the increase in population. Again, much of the 
apparent increase has been due to more complete recording of industrial 
accidents to satisfy more exacting requirements for compensation. 

Although safety devices have been installed, new hazards of industry 
have continued to harass the march of technological progress. Con- 

* Monthly Labor Review, November, 1923. 
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eequently, the annual number of industrial fatalities for the entire United 
States is still from 20,000 to 35,000, and the annual number of all indus- 
trial accidents totals several million. These figures are exclusive of 
nonindustrial accidents at home or on the road and of sickness or death 
due to occupational diseases. If these cases of injury or death were 
included, the estimates would be several times as large. For illustration, 
the number of people killed annually in automobile accidents during the 
1930’s averaged over 30,000; it rose from 1,291 in 1911, through 11,666 in 
1922, to 37,205 in 1937. 

2. Costs of Industrial Accidents. — Because of industrial accidents 
alone, a quarter billion working days have been lost each year, represent- 
ing a total annual cost of at least a billion dollars. Such attempts to 
express in pecuniary terms the financial costs of industrial accidents are 
as futile as similar efforts to evaluate the financial costs of war. Their 
overwhelming monetary costs ignore the more terrible but less measurable 
human sacrifices of life and limb. These estimates, however, do demon- 
strate that the carnage of “peaceful” industry has been comparable 
to that of war, at least before total warfare against civilian populations 
as conducted during the Second World War. 

To employ a telling comparison frequently made, the industrial accidents of 
a single year in this country alone equal the average annual casualties of the 
American Civil War, plus all those of the Philippine War, increased by all those 
of the Russo-Japanese War. As many men are killed each fortnight in the 
ordinary course of work as went down with the Titanic. This single spectacular 
catastrophe appalled the civilized world and compelled governmental action in 
two hemispheres; while ceaseless day-by-day destruction of the industrial jugger- 
naut excites so little attention that few states take the trouble to record the 
deaths and injuries.^ 

That is the gruesome picture painted a generation ago by an early 
crusader for safety in industry. This is the fearful price in human life 
that American has been paying for speed, carelessness, ignorance, and 
indifference. 

3. Causes of Industrial Accidents. — Causes of industrial accidents 
are commonly divided into two general categories of mechanical and 
human causes. Many disasters represent a combination of both factors. 
More specific causes of industrial accidents vary with individuals, 
occupations, and particular instances. 

Industrial accidents originate in the dangerous character of present 
methods of production and in the failure of the human element to adjust 
itself thereto. Modern technology utOizes new and powerful forces 
of nature, such as steam and electricity, whose powers of destruction 

‘ Downet, E. H., "History of Work Accident Indemnity in Iowa,” pp. 1-5. 
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are as great as their powers of production. Industry is now carried on 
by complicated machinery instead of simple tools; the machine operator 
must be even more alert and careful than the craftsman. Even so, he is 
menaced by the ignorance or indifference of other similar specialists. 
The mistake of a railroad switchman or the carelessness of a miner, 
for illustration, may result in. the killing or maiming of numerous other 
individuals. 

Human nature is temperamental, not automatic; it may be unfit 
for the task placed upon it by modem mechanization. The worker 
cannot adjust himself immediately and completely to the routine of 
his task or to the rapid motions of the machine. Attention is bound to 
wander and fatigue to set in. That the human organism cannot respond 
quickly, accurately, and continuously to the machine is as serious a 
cause of industrial accidents as mechanical defects and dangers. More- 
over, the consequences of failure of the human element are far greater 
under modem conditions than before the era of mechanization. 

4. Dangerous Occupations. — Industrial accidents can be classified 
according to occupations, some of which are more hazardous than others. 
Among the most prolific of accidents are railroads, mines, manufactures, 
and construction work. 

a. Railroads . — The Interstate Commerce Commission has long 
compiled statistics of accidents on railroads, the hazardous character 
of which has thus been magnified because of their relatively complete 
records. Although their early history was characterized by numerous 
and serious accidents, remarkable progress toward increased safety of 
passengers and employees has been made by American railroads. The 
improvement of signal devices has lessened the chance of wrecks, and 
the introduction of steel coaches has decreased the fatality in them. A 
Federal law requiring the use of automatic couplers, instead of the former 
hand-adjusted coupling pins, greatly lessened the number of accidents 
to laborers at work in the yards. As a result of such safety measures, 
the number of trainmen killed per thousand employed declined from 
over four in 1917 to less than two in 1921 and to less than one in 1924. 
This splendid record testifies eloquently to what has been achieved toward 
increased safety on the railroads. It indicates what could be done in 
other industries by increased care and improved supervision. 

b. Mims . — The regulation of mines, unlike that of interstate com- 
merce, falls within the jurisdiction of the individual states. Con- 
sequently, there is wide divergence throughout the country in protective 
legislation. The Federal Bureau of Mines has sought to discover the 
extent of, causes of, and possible remedies for our numerous fatalities 
in mines; it is an important fact-finding and information-disseminating 
body, possessing only powers of publicity and recommendation. 
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Mining industries in the United States have taken an average annual 
toll of more than 3,000 lives, or at the rate of over three persons killed 
per thousand workmen. Coal mines have averaged each year over four 
persons killed out of each thousand miners working on a 300-day basis.^ 
In contrast to many European countries, our fatality rate in mining is 
high in relation to the number of workers employed, although not so 
high in relation to output. These statistics indicate that the United 
States has achieved a rapid rate of production, but at a fearful human 
cost. Incidentally, our methods of mining have been wasteful of natural, 
as well as human, resources. 

The reduction of mining fatalities requires adequate legislation and its 
strict enforcement. If left to individual initiative, some mines would be 
operated in a fairly safe manner, but others would not. The absence of 
safety legislation would penalize the humane operator in competition 
with careless and reckless operators, since the installation of safety devices 
would increase his costs of producing coal as compared with those of 
indifferent operators. Hence there is necessity for coercive measures of 
general and not local significance. The federal character of our govern- 
ment prevents the passage of adequate national legislation, such as 
prevails in many European countries. Standards of safety in mining 
are fairly high in some American states but woefully inadequate in others. 
The passage of workmen’s compensation laws has led to the introduction 
of safety devices, the establishment of testing stations, and the compila- 
tion of better records. 

Many precautions should be taken in mining, because of its dangerous 
nature. Thus, the use of safety lamps and approved tjq)es of explosives, 
the proper support of passageways, and other protective measures reduce 
mine fatalities. Explosions from fire damp can be prevented or reduced 
by using what is knonm as “rock dusting.” In spite of the educational 
campaign of the American Association of Labor Legislation, only a few 
American states have made rock dusting in coal mines compulsory by 
legislation of this type. 

c. Manufactures and Construction. — A similar lack of uniform laws 
and of reliable statistics is found in manufacturing and building con- 
struction. State inspection of factories, buildings, elevators, boilers, 
etc., is satisfactory in some states but little more than a legal fiction in 
others. 

Some of the chief dangers in manufacturing industries lie in the 
presence of unguarded machinery and in the continuation of careless 
methods of production. Although antiquated machinery is scrapped 
for something better and faster, the same zeal has not been displayed in 
substituting safer methods of production for more hazardous ones. 

^ U. S. Bureau of Mines, Bulletins 246 and 248. 
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But the passage of workmen’s compensation laws in most states has 
promoted safety in manufactures. Industrial accidents became expen- 
sive and therefore uneconomic. 

6. Preventive and Remedial Measures. — ^The prevention or reduction 
of industrial accidents requires the cooperation of employer and employee 
and regulation by the state. Insurance companies also are directly 
interested and actively engaged in the promotion of increased safety, 
as well as improved health. The safety-first movement has crystaUized 
in the formation of the National Coimcil for Industrial Safety. Its 
white cross stands for the prevention of injury, just as the red cross 
stands for first aid to the injured. 

The employer should utilize all available safety appliances and employ 
only the safest industrial methods. In so doing he may be forced to 
combat the stupidity, carelessness, and indifference of the workers. A 
campaign of education is often necessary to overcome their ignorance, 
fatalism, or lack of interest in their own safety. Indeed, safety, like 
promptness or neatness, is largely a matter of habit. The safe practice 
and the efficient method become habitual only by continuous repetition. 
The introduction of guards and other safety devices wiU not of them- 
selves accomplish the desired result. Workers may ignore them and 
continue to work along lines of least resistance. The illiteracy of many 
unskilled laborers or their lack of knowledge of English makes useless 
the posting of danger signs or precautionary measures printed in that 
language. Pictures are far more effective, if every picture tells a story. 
Actual drills and close supervision, however, are the best methods of 
promoting safety. 

The tremendous toll of industrial accidents requires governmental 
action in addition to voluntary cooperation. Although private associa- 
tions of socially minded employers have advanced the ideals of health 
and safety in industry, coercion by the state has been necessary. Work- 
men’s compensation laws made industrial accidents costly to employers; 
the result was the introduction of safety devices and safer methods. 
Safety in industry now means lower financial expenses, as well as lower 
human costs of production. This is one argument in favor of social 
insurance, viz., that it tends not only to compensate the victims of 
accidents and their families, but also to reduce the risks of industry. 

States have passed various other laws for the protection of workers 
against the numerous and serious hazards of modem industry, but an 
adequate system of factory and store inspection is necessary for the 
enforcement of such legislation. However, standards of enforcement, 
like those of legislation, vary greatly from industry to industry and 
from state to state. The federal character of our government makes 
difficult the attainment of uniform legislation and universal standards 
of enforcement. 
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Provision should be made, not only for the prevention of industrial 
accidents, but also for surgical and medical care of those who fall victims 
to them in spite of all possible precautions. For those workers who are 
permanentlj’^ disabled, an educational progiam is necessary for complete 
or partial rehabilitation. The purpose of such training is to make these 
injured soldiers of industry capable of self-support and thus to prevent 
them from becoming public charges. In 1921, the Federal Government 
passed the Smith-Hughes Act, which pro\dded Federal subsidies for state 
boards of vocational education. Their functions were expanded from 
the rehabilitation of wounded veterans of the First World War to retrain- 
ing programs for victims of industrial accidents. 

6. Occupational Diseases. — The risks of the w’orker include not only 
sudden industrial accidents, but also subtle occupational diseases. 
Dangerous trades include those occupations which slowly but surely 
undermine the health of the worker, as w'ell as those which are hazardous 
to life and limb. Such trades sometimes result in specific occupational 
diseases, but more often in impaired health or an undervitalized condition 
w'hich makes their victims succumb to ordinary diseases. 

First among these dangerous trades are those w-hich deal with poison- 
ous substances. The effects of industrial toxins may be relatively rapid 
or slow, permanent or temporary, severe or slight. Lead poisoning, for 
illustration, is a common disease among workers employed in industries 
where white lead is made or used; the ultimate effect of continued contact 
with that substance may be paralysis, insanity, or death. Several 
European countries have reduced the mortality in these trades by for- 
bidding such practices as dry rubbing and by insisting upon similar 
precautionary measures. Other dangerous poisons, such as arsenic, 
are sometimes used in the manufacture of dyes, paints, and colors. 
Workers with phosphorus, used in the manufacture of matches, sometimes 
contract a deadly and characteristic disease known as “phossy jaw.” 
This is one of the first and few dangerous trades against which the 
Federal Government has legislated. 

A second source of danger lies in exposure to an excessive amount of 
dust. The delicate membrane of the limgs becomes spotted with foreign 
particles and loses power of resistance to tuberculosis and other respira- 
tory diseases. Coal mining is a dangerous occupation for this reason, 
as well as because of its liability to accidents. Precautionary measures, 
such as screening the coal wet, will help to reduce the amount of dust in 
the air. Even more dangerous dusts are those generated in grinding 
metal, polishing stone, and using abrasives. Suction tubes and blowers 
should be utilized to draw vitiated air away from the workers. Where 
dangerous gases and poisonous fumes are produced, the work should be 
done under a hood which produces a forced draft. Management should 
install such devices and insist upon their use by employees. 
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A third source of danger lies in sudden changes of temperature or air 
pressure. Steelworkers and those employed near hot furnaces are easy 
victims of pneumonia during the winter months. Underground workers 
in mines and tunnels sometimes develop a serious and characteristic 
disease known as “the bends” from frequent and sharp changes in air 
pressure. 

7. Preventive and Remedial Measures. — ^The reduction of occupa- 
tional diseases, like the prevention of industrial accidents, calls for 
concerted action by employees and employers, by the state and the con- 
suming public. A campaign of education is equally necessary to over- 
come ignorance and indifference. Governmental legislation is similarly 
necessary, but uniformity is likewise difficult because of differences 
in state laws. A dangerous trade may merely be driven from a state 
with rigid laws to one with lax standards. Legislative action should 
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Chart 40. — Spear of defense against industrial accidents. 

sometimes take the form of abolition and sometimes that of the regulation 
of dangerous practices. The American Association for Labor Legislation 
and other bodies have struggled to advance standards of safety and 
health throughout the United States. 

Although most sufferers from occupational diseases were formerly 
excluded from the benefits of workmen’s compensation laws, there has 
been a growing tendency to regard them in the same legal light as workers 
injured by industrial accidents. Sufferer’s from occupational diseases, 
like victims of industrial accidents, should not'be thrown on the human 
scrap heap of industry or forced to resort to charity. The injured 
veterans of industry should be cared for by surgical and educational 
programs of rehabilitation; they should be provided for by social insur- 
ance. Meanwhile care of cases should be supplemented by elimination 
of causes. Chart 40 pictures the spear of defense against industrial 
accidents and occupational diseases. 

8. Economic Factors in the Death Rate. — The safety-first movement 
has been paralleled by the public-health movement. Although a general 
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social problem, it has specific industrial phases of special importance. 
In addition to industrial accidents and occupational diseases, there are 
numerous other economic factors which affect our national vitality, 
as measured by the death rate, by the degree of physical fitness of our 
population, and by the amount of general sickness. Moreover, the 
economic effects of permanent injuiy, lingering illness, and premature 
death are tremendous. Irrespective of its profound human and social 
significance, the economic implications of human conservation are even 
greater than those of the conservation of our natural resources. 

The pioneer study of poverty by Robert Hunter, referred to in Chap. 
VIII, testified to the existence of important economic factors in the 
death rates of different social classes. He estimated that the death rate, 
even among the highest income group of wage earners, was 50 per cent 
greater than that among the well-to-do classes of the population and that 
the death rate among the poorest class was probably not less than three 
and one-half times as high as that among the more fortunate.^ 

The experience of the Industrial Department of the Metropolitan 
Life Insurance Company indicated that the mortality rate of occupied 
males for all ages above fifteen was considerably higher than that found 
in the registered areas of the United States as a whole; that in the critical 
period from thirty-five to forty-four years of age the death rate for men 
insured in this department was over 50 per cent higher than that of the 
general population; and that between these ages the death rate of the 
industrial workers from tuberculosis alone was over 100 per cent higher 
than that in the population as a whole.* 

9. Economic Aspects of Sickness. — General sickness, as well as 
premature death, is a cause of much human suffering and great economic 
waste. 

Professor Irving Fisher estimated that the average number of persons 
who were sick in the United States was about three million, of whom 
nearly one-third were udthin the working period of life. He contended 
that this represented an annual loss in wages alone of a half billion 
dollars. If the costs of medical attention were included, the total annual 
cost of sickness would approximate a round billion dollars a year.® 

A more recent estimate of our national sickness bill by Doctor L. I. 
Dublin is even greater. His study of a half million insured individuals 
indicated that about 2 per cent of our population is constantly sick and 
that the average individual in the United States loses about 7 days each 
year from sickness invohdng inability to work. Tliis means a loss of 

iHuktee, R., “Poverty,” p. 144. 

* Dublix, L. I., “ Monthly Statistics of Insured Wage-earners and Their Families,” 
pp. 23 and 52. 

•Fishes, I., “National Vitality: Its Wastes and Conservation,” pp. 741-742. 
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2 per cent of current production, which in round numbers amoimts to 
more than a billion and a quarter dollars annually. The total cost of 
the necessary medical care amounts to more than a billion dollars a 
year additional. ^ 

10 . Uneven Distribution of Sickness. — Sickness is not evenly diffused 
throughout our population but affects some groups far more than others. 
The financial incidence of sickness, like that of industrial accidents, often 
falls on those individuals and groups least able to bear it. This situation 
has been described as follows. 

The principal part of the whole burden of sickness in any one year is borne by 
this unfortunate minority. Among forty-two million people engaged in gainful 
employment about eight milUon fom- hundred thousand will have a disabling sick- 
ness lasting more than 7 days during the coming year. The other thirty-three or 
thirty-four million will escape practically entirely with the exception of minor 
disabilities. Of those that are sick 65 per cent will suffer disability for less than 
30 days. The other 35 per cent numbering nearly three million will be disabled 
for more than 30 days. Three per cent of those who are sick, or about 
two hundred and fifty thousand, will be sick for more than 6 months and fully one 
hundred and twenty thousand of them will be disabled for more than 1 year.> 

11 . Physical Fitness of Our Population. — The physical fitness of 
our population as a whole is far below its potential level and far behind 
modem standards of preventive and curative medicine. The exami- 
nation of men for military service during the First World War revealed 
some alarming facts. According to a report of the provost general, only 
about 65 per cent of the men between the ages of twenty-one and thirty- 
one were found fully qualified for military service out of over 3 million 
men examined between December, 1917, and September, 1918. From 
this group of men in the prime of life, over 1 million were rejected for 
military service because of physical defects, many of which might have 
been removed by proper care and attention in the earlier years of life. 

Later and more complete analyses of this great inventory of the 
physical fitness of the young men of our nation were far from reassuring. 
Conservative estimates are that at least 30 per cent of the total number 
of men examined under the Compulsory Selective Service Act were 
classified as physically unfit. European experience was little better. 

American experience of a similar sort during the Second World War 
did not reveal encouraging evidence of national progress in physical 
fitness. Of the first two million men examined for military service in 
1940-1941, almost one million, or about a half, were rejected because 
their physical condition was below army standards. 

* Dublin, L. I., “ Economics of World Health,” Harper^ Magazine, November, 1926. 

* Lapp, J. A., “Advantage of Insurance in Disability, Illness, and Old Age,” 
American Association for Labor Legislation, Review, June, 1928, p. 182. 
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12. Conservation of Human Life. — The death rate is another indica- 
tion of the kind of civilization to which a group has attained. For 
illustration, the death rate of Western Europe and the United States is 
about one-half that of certain registered areas of India and far below that 
of many Asiatic countries where human life is as cheap as it is miserable. 

The average length of life has been lengthened, in spite of the increas- 
ing hazards of modern civilization. Thus the death rate of Western 
Europe and the United States today is only one-half that of medieval 
Europe, as revealed by the city records of Geneva for the opening decades 
of modem times. The death rate must have been even higher in earlier 
centm'ies and in less progressive commimities than Geneva. 

Within the past century, and even within the past generation, the 
death rate of the United States has fallen markedly. "Babies bom in 
1900 could look forward to an average life of forty-nine years, while the 
prospect today is sixty years — a, gain of eleven years.”^ 

This remarkable reduction in the death rate of our population has 
been accomplished chiefly by the triumphs of modern surgery and the 
conquests of contagious diseases. Infant mortality has been reduced, 
but less progress has been made in checking the degenerative diseases of 
later adult life. 

An analysis of specific diseases would go beyond the limits of this 
te.xt. It is necessary, however, to distinguish between communicable 
or germ diseases and those which are degenerative or representative of 
the wearing out of some vital organ. It -would seem that the human life 
span has not been lengthened, but that more people are living more nearly 
to that natural biologic limit. 

Although much has been achieved, far more could be done by an 
aroused public opinion, sensitive to matters of personal hygiene and 
public sanitation. Improved working and living conditions have not 
kept pace with the discoveries of the healing arts and medical sciences. 
The fatal importance of subnormal planes of living and dangerous work- 
ing conditions has been indicated. In spite of our remarkable record in 
advancing the average length of life, the death rate for the United States 
as a whole, and especially for certain backward communities, has been 
higher than that in the most progressive countries of Europe. 

The public-health movement seeks to reduce mortality and morbidity. 
Like the safety-first movement, its aim is prevention, as well as cure. 
It should be fostered by both citizen and physician, employer and 
employee. Preventive medicine, personal hygiene, and public sanitation 
are social problems concerning which general education is necessary. 
Only a negligible portion of our population undergoes periodic physical 

L. I., statistician of the Metropolitan Life Insurance Company, as 
reported by the New York Times, June 10, 1934. 
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examinations in an effort to discover remedial defects and hidden danger 
signs before they become serious or chronic. Most of us seek the services 
of a physician merely when we are seriously ill. 

13. Socialized Medicine. — It is commonly alleged that a large portion 
of our population, who are in dire need of medical, surgical, or dental 
attention, do not secure competent professional services at all, or at least 
not in adequate time or in sufficient degree. Again, that portion of our 
population in the lowest income groups comprises those who are most 
victimized by quack doctors and spurious patent medicines. The causes 
of such a situation are the common and related ones of ignorance, indiffer- 
ence, and poverty. 

Organized society should not permit such a situation to continue. 
Sickness and premature death are even more serious than illiteracy. Con- 
sequently, the public-health movement is more important than the public- 
education movement, significant as the latter is. Such a comparison 
again raises the question whether education is more of a public duty than 
health. ■V\Tiy not public hospitals, as well as public schools? Of course, 
private hospitals would continue to exist and private physicians would 
continue to practice. Public schools have not eliminated private schools 
or private tutors. 

Public hospitals would be open to all who needed medical, surgical, 
and dental treatment or who wished periodic physical examinations. At 
the present time, numerous private hospitals are supported partially by 
public taxation, for they maintain free or low-cost wards and clinics. If 
socialized medicine has already come into existence, why not recognize 
it and organize it more effectively? 

Socialized medicine would provide health services of various sorts to 
sick individuals in hospitals or in their own homes. Social insurance, 
as illustrated by sickness insurance, would go even further and provide 
cash benefits to compensate, in part at least, for loss of wages during 
illness. 

The Federal Social Security Act of 1935 brought about neither 
socialized medicine nor sickness insurance. It did, however, stimulate 
the public-health movement through Federal grants to states carrying 
on approved programs of public health and rendering special services to 
mothers, infants, and crippled children. It also advanced educational 
programs of vocational rehabilitation throu^ additional Federal sub- 
sidies to states engaging in such work. 

In opposition to socialized medicine, associations of physicians deny 
that poor people are deprived of the services of private physicians and 
private hospitals, whose doors are always open to charity patients. 
Furthermore, they contend that socialized medicine would lower profes- 
sional standards by substituting mass treatment for individual diagnosis 
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and by creating impersonal instead of personal relations between physi- 
cian and patient. 

Perhaps a middle ground can be found between the two extremes of 
state socialism and rugged individualism in the practice of medicine. 
It may lie in the development of cooperative associations. 

Cooperative associations of patients may take the form of savings 
and insurance groups, seeking to protect themselves against the hazard 
of sickness by building up a financial reserve, such as Associated Hospital 
Service, which is available through small, regular, and continuous payments. 

Cooperative associations of ph 5 'sicians may permit a general reduction 
of overhead by the greater utilization of certain common facilities and 
expensive equipment; they might provide increased specialization and 
improved diagnosis without loss of the personal touch of the private 
practitioner. Although excellent for the middle-income groups, it is 
doubtful to what extent theii- services could be enjoyed by the lowest 
income groups in our population. 

14. Human Conservation Requires Insurance. — ^Human conservation 
involves not only preventive measures for the protection of the safety 
and health of workers, but also adequate pro\asion for the victims of 
industrial accidents, occupational diseases, superannuation, ordinary 
sickness, and old age. Such provisions include financial compensation, 
medical and surgical care, and educational rehabilitation. These related 
phases of human conservation have been pictured in Chart 40, page 262. 

The very nature of insurance is social; its fundamental principle is the 
removal of the financial incidence of some great loss from the individuals 
subject to it and its diffusion over the entire group menaced by this 
hazard. In other words, insurance substitutes a series of small, definite 
payments for a large but uncertain financial loss. Hence insurance 
promotes thrift, provides protection, and fosters conservation. 

16. Limitations of Private Projects. — It is possible by relatively 
small but regular contributions from all employed workers to pay benefits 
to individual workers or their families in times of distress. Thus some 
unions have collected unemployment, sickness, and death dues in order 
to pay benefits to their unfortunate members or their bereaved families. 
Numerous large corporations likewise have provided contributory or 
noncontiibutory benefit programs for their workers. Fraternal organi- 
zations, mutual benefit societies, and insurance companies also dispensed 
charity or met contractual claims against them in case of injury, illness, 
or death. 

Before the passage of the Federal Social Security Act of 1935, such 
private benefit programs, although conunon, did not include most 
workers. Again, their coverage was frequently inadequate both in 
amount of payment and in number of causes. The great majority of 
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workers were unprotected against many of the most severe industrial 
hazards. Many fraternal programs of insurance were not on a sound 
actuarial basis. Although legal-reserve insurance companies provided 
some types of industrial insurance, most workers were unable or unwilling 
to purchase such policies. 

16. Necessity of Social Insurance. — Early economists and conserva- 
tive statesmen held that workmen should provide for themselves against 
the various risks of industry. They stressed individual thrift and pointed 
to personal savings as the ultimate reserve in case of emergency. More- 
over, the higher wages paid in dangerous trades, or those in which employ- 
ment was less regular, were regarded as a natural compensation for the 
greater risks incurred by workers in these occupations. 

It has been found, however, that many workmen are financially 
unable to make sufficient provision against the hazards of serious accident, 
protracted illness, long unemployment, or old age. Indeed, the risks of 
industry are often greatest among those groups which are the least able 
to bear them. The final result is a resort to public or private charity for 
many families in cases of emergency. 

Before the development of workmen’s compensation laws and other 
forma of social insurance, the incidence of industrial accidents, occupa- 
tional disease, and other hazards of modern industry feU on the sick and 
injured workers themselves. In case of death of the breadwinner, the 
financial burden fell on his dependent family. The facts that the laboring 
class is, for the most part, propertyless and that the workers have but a 
small reserve of savings on which they can fall back make this situation 
still more serious. Those who need insurance the most frequently carry 
the least. It would seem that the lowest waged workers are peculiarly 
unable or reluctant to take out insurance policies on their own initiative. 
The necessity of workmen’s compensation laws and other forms of social 
insurance is apparent. 

17. Nature of Social Insurance. — Social insurance extends the princi- 
ple of compensation to most workers affected by the chief hazards of 
industiy. It involves the elements of social coercion on the individual 
and governmental regulation of the enterprise. Although social insur- 
ance may be provided by private insurance companies, it must be extended 
to all workers and not merely to those who choose to insure themselves 
or to those workers whose employers see fit to insure their own employees. 
Again, it must be supervised by the state, although not necessarily 
administered by a governmental bureau. Social insurance frequently 
implies state funds and governmental subsidies, but such need not be 
the case. The final test of a program of social insurance is the existence 
of adequate, standardized, certain, and cheap benefits to all individuals 
affected. 
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Becaiise of the inability or reluctance of the workers to insure them- 
selves against the various risks of industry, the state has been forced to 
intervene. Governmental action has been justified, not only for humani- 
tarian reasons, but also because social insurance has been found to be 
more desirable and economical than charity. Legislation has demanded 
that specific benefits be provided workers under certain conditions. In 
some cases, workers are compelled to bear a portion of the cost of such 
insurance by the payment of small premiums. In other cases, the pay- 
ment of benefits is gratuitous. 

The premiums of social insurance may come from the wages of 
employees, from the profits of the employer, from the public treasury, 
or from a combination of two or more of these sources. If the worker 
makes some contribution, the project may properly be termed “insur- 
ance.” If provided freely by the state or by an individual employer, it is 
a pension. 

18. Types of Social Insurance. — ^The varieties of social insurance are 
determined by the different kinds of industrial hazards. The most 
common types of social insurance are workmen’s compensation for the 
victims of industrial accidents and occupational diseases, health insurance 
for the sick, unemployment compensation for those out of work, and 
old-age pensions or insurance for the aged. Life insurance, annuities, 
and most other forms of insurance against general hazards of life are 
essentially social in character, although not ordinarily classified under 
the heading of social insurance. 

Social-insurance projects may be classified also according to the 
degree to which they are paid for by the workers themselves. On the 
one hand are gratuitous pensions; and, on the other hand, is contractual 
and contributory insurance. Social-insvuance plans may be classified 
similarly accordiug to the extent to which they are subsidized by the 
state. 

Finally, social insurance may be classified according to its type of 
administration. Thus there are private companies, state funds, and 
mutual associations of employers for the administration of workmen’s 
compensation. 

19. Employers’ Liability Laws. — ^Before the advent of workmen’s 
compensation laws in Great Britain and the United States, the only 
redress for an injured workman or his dependents was court action under 
the common law or under existing statutes covering employers’ liability. 
The burden of proof was on the victim of an industrial accident; litigation 
was uncertain, slow, and expensive. Lawyers known as "ambulance 
chasers” took promising cases, paid ail legal expenses, and divided the 
damages with the plaintiff on a “fifty-fifty” basis. If not covered by the 
law, the injured worker was left to shift for himself. Even if he was 
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covered by the law, it was difficult for a worker to establish a case under 
the former employers’ liability laws. Moreover, there was little con- 
sistency in the awards of different courts for similar cases. Vei’dicts and 
damages varied with the sentiments and sentimentalities of different 
judges and juries. 

Under the common law and employers’ liability statutes, the legal 
theory, as well as its administration, was decidedly against the victim 
of an industrial accident. The injured worker was forced to prove that 
his employer was solely and directly responsible for his injury. It was 
formerly held that the worker assumed the natural risks of an occupation 
when he accepted that dangerous employment. If an accident was a 
natural hazard of the industry, there was little legal redress for the 
injured worker. 

If an accident was the result, even in part, of the carelessness of the 
worker himself, his contributory negligence relieved the employer of 
responsibility. If the fault was that of another worker, the “fellow- 
servant” responsibility likewise eliminated the liability of the employer. 
Foremen and even plant superintendents were sometimes held by the 
courts to be fellow servants. Negligence on the part of the employer 
was difficult for the injured workman to prove. Damages could not be 
awarded unless the employee could demonstrate that the employer had 
not exercised due care in the management of his plant. 

20. Principle of Compensation. — ^The theory and practice of work- 
men’s compensation laws are entirely different from those of employers’ 
liability laws. The insured workman is not forced to appeal to the 
courts or to bear the expense, delay, and uncertainty of litigation. The 
question of responsibility for an industrial accident does not arise. 
Simple proof of physical injury in line of duty is sufficient. Moreover, 
awards are standardized according to a graduated scale measuring both 
the seriousness of the injury and the former earning power of the worker. 

Compensation for the victims of industrial accidents is now regarded 
as a cost of production, which the employer must assume or against which 
he must insure himself. Insurance premiums express relative hazards 
of different occupations; a reduction in dangers of employment is reflected 
in lower insurance rates. Consequently, the passage of workmen’s 
compensation laws has given a financial incentive to the safety-first 
movement. Industrial accidents have become expensive to employers, 
whereas safety has meant economy. 

The consuming public also is forced to accept the financial responsi- 
bility of industrial accidents and occupational diseases. The employer 
comes to regard his insurance premiums in the same light as other 
expenses of production, which he seeks to pass on to the consumer in the 
form of increased prices. Hence the passage of workmen’s compensation 
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laws has made the costs, and therefor the prices, of the products of 
dangerous trades higher than those of safer occupations. This is as it 
should be. The higher prices of the products of dangerous trades tend to 
discourage their consumption in favor of the cheaper products of safer 
occupations. 

Industrial accident insurance applies the principle of property insur- 
ance to the human risks of industry. Thus workmen’s compensation 
can reimburse an individual for the loss of an arm or a leg only in the 
sense that it can make up for the reduction in earning power which 
the industrial accident entails. The worker himself must bear the physi- 
cal suffering and the human sorrow, but he can pass on to society the 
monetary losses represented by the industrial accident or occupational 
disease. 

21. Industrial Accident Insurance in Europe. — Germany was the 
pioneer nation in social insurance; it was Bismarck’s weapon against 
poverty and socialism. Before the close of the past century the German 
government had provided both industrial accident and sickness insurance 
for most workers. 

The German law of 1884 required employers to become members of 
mutual accident insurance associations, which, under supervision of the 
Imperial Insurance Office, levied assessments on their members according 
to the hazards of the occupations. Compensation, according to a fixed 
schedule, was paid out of this common fund to the victims of industrial 
accidents or to their dependents. The payment of accident benefits did 
not begin until an employee was absent 13 weeks, during which period he 
was paid out of the compulsory sickness insurance fund composed of 
premiums paid by both employers and employees, and not merely by 
employers, as in the case of the industrial accident insurance fund; hence 
the initial burden on employers was lightened. The German law pro- 
vided for medical and surgical treatment of the victims of industrial 
accidents, as w'ell as for financial compensation. 

Industrial accident insurance was inaugurated in Norway ten years 
later. Instead of providing for mutual associations of employers super- 
vised by the government, as in Germany, Norway created a state inst- 
ance fund. Employers 'were requh'ed to pay into this fund premiums in 
varying amounts, determined by total wages of employees and degrees of 
hazard of industries. The state itself paid compensation out of this state 
fund according to a standardized schedule of rates to the victims of 
industrial accidents. 

Great Britain created a still different system of administration in its 
first Workmen’s Compensation Act of 1897. The law prescribed a 
schedule of benefits for injuries resulting from industrial accidents and it 
required employers to pay the scheduled amount or portion of wages 
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to the injured worker or to his dependents. The employer might join 
an Employers’ Liability Insurance Company to cover himself against such 
liability and generally did so, but there was no compulsion in the matter. 
The danger of this voluntary system has been that an uninsured employer 
might become bankrupt, in which case the victim of an industrial accident 
would become merely one of his unsatisfied creditors. 

Workmen’s compensation laws then have been administered by 
mutual associations of employers in Germany, directly by the government 
through stale funds in Norway, and by individual employers with 
optional insurance in Great Britain. In spite of these differences in 
method of administration, however, there is a fixed scale of compensation 
to the injured worker, payment in accordance with which is made com- 
pulsory by law. 

22. Workmen’s Compensation Laws in the United States. — Work- 
men’s compensation laws were the firat form of social insurance to become 
common throughout the United States. Uniformity has been lacking, 
however, because this legislation falls within the province of the indi- 
vidual states; some followed the British model and others the Norwegian 
system of administration. 

a. Development and Constitviionality. — Maryland, in 1902, was the 
first American state to pass a workmen’s compensation act; it was 
followed in 1910 by Montana and New York. The courts of these 
states promptly invalidated these laws as violations of their state con- 
stitutions and as confiscation of property without due process of law. 
An amendment to the state constitution of New York was adopted, 
and another compensation law was passed in 1914; it was sustained by 
the state courts. Meanwhile, the state of Washington had passed in 1911 
a workmen’s compensation law which was held to be constitutional by 
the courts of that state. 

The Supreme Court of the United States finally decided in 1917 that 
the workmen’s compensation laws passed by New York, Washington, 
and other states were constitutional. Such legislation was held to be a 
proper exercise of the police power of the individual state in the interest 
of public welfare; it was not to be regarded as class legislation or as 
confiscation of property without due process of law; it was not to be 
construed as a violation of the Fourteenth Amendment.^ 

In the decade between 1910 and 1920, most states of the Union passed 
workmen’s compensation laws of various types. Before the great depres- 
sion, all states, except a few in the South, had enacted such legislation. 
In 1940, Mississippi was the only state in this nation without a workmen’s 

^ New York Central Railroad Company v. White, 243 U.S. 188, 1917; Hawkins v. 
Bleakly, 243 U.S. 210, 1917; Moniana Timber Company v. Washington, 243 U.S. 
209, 1917. 
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compensation law. There is still no Federal law on this subject for the 
entire United States, although there are Federal compensation laws for 
employees of the National Government, for workers engaged in inter- 
state commerce, and for residents of the District of Columbia. 

b. Present Features . — Not only the form of administration but also 
the coverage and benefits of workmen’s compensation laws vary greatly 
from state to state. Domestic and farm laborers are generally excluded. 
Victims of occupational diseases do not always enjoy the protection of 
workmen’s compensation laws. Rates are generally based on wages of 
workers, and the percentage paid as benefits varies with the seriousness 
of the injiuy. Most states have fixed maximums of modest amounts and 
time limits beyond which benefits need not be paid. 

Workmen’s compensation laws represent a distinct advance beyond 
employers’ liability laws as a protective device against industrial acci- 
dents. This form of social insurance, the first to develop in this country, 
has now established itself in the United States. It is still necessary, 
however, to raise standards to certain uniform levels. Numerous 
excluded groups, such as the victims of occupational diseases, should be 
included. In many states the scale of benefits should be raised, the period 
of payment lengthened, and the waiting period shortened. 

23. Sickness Insurance . — Germany began its national system of com- 
pulsory sickness insurance with the law of 1883. Employers were 
required to purchase insurance stamps equivalent to the necessary pre- 
miums and to see that they were regularly attached to the sickness cards 
which aU insured workers were forced to carry. Employers assumed 
one-third of the cost of these stamps and deducted the other two-thirds 
from their workers’ wages. The administration of sickness insurance was 
placed in the hands of sick-benefit associations, composed of employers, 
employees, and public-spirited citizens, under the supervision of the 
Imperial Insurance Office. 

The German program of health protection involved both physical and 
financial rehabilitation. It included medical attendance, surgical service, 
hospitalization, free medicines, and such appliances as spectacles and 
artificial limbs. After the third day of sickness, half wages were paid, 
which continued during the period of absence from work, but not beyond a 
maximum of 26 weeks. Funeral and maternity benefits, as well as pen- 
sions for wido\vs and orphans, were added. 

German statistics subsequently showed an apparent increase in illness, 
due partly to the new benefits provided and partly to the fuller reporting 
of sickness; they also revealed a decided decrease in the death rate and 
in the amount of pauperism. So popular was this German system of sick- 
ness insurance that before the First World War over two-thirds of all 
individuals gainfully employed were included therein. 
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The successful experience of Germany induced Great Britain to utilize 
the weapon of sickness insurance in her war against poverty. The Work- 
men’s Compensation Act of 1897 was followed by the National Insurance 
Act of 1911. Sickness insurance, as well as unemployment insurance, was 
added thereby to the existing industrial accident insurance. Under the 
National Insurance Act of 1911, 14 million British wage earners were 
insured against illness. Premiums were paid jointly by employers and 
employees, and the state added a subsidy. Responsibility for the enforce- 
ment of this law rested on employeis, who were required to see that their 
workers possessed sickness-insurance cards and that the proper stamps 
were regularly affixed. The benefits of the British system of sickness 
insurance resembled those of Germany, for it included both medical atten- 
tion and financial assistance. Flat sums were specified as premiums and 
benefits in the British law, as contrasted to certain percentages of wages 
in Germany. Hence it was necessary for the British Parliament fre- 
quently to amend the original act and to increase these amounts as the 
general price level rose. 

Important modifications and extensions of the British system of sick- 
ness insurance were made in 1920. Thereafter, for illustration, an 
insured male worker, certified by a physician as incapable of employ- 
ment because of ill-health, received 15s. a week after an initial waiting 
period of 3 days. After 26 weeks of illness, this weekly benefit was 
reduced to one-half, but it was continued until the worker was able to 
resume his employment. The British system of sickness insurance has 
been operated by approved nonprofit-making societies under the super- 
vision of the Ministry of Health. The worker might choose a commercial 
company, a trade union, or a friendly benefit society for the administra- 
tion of sickness insurance. 

Before the outbreak of the First World War, sickness insurance had 
been introduced into several other European countries, although in some 
of them it was restricted to a few occupations. During the war and the 
following years of reconstruction, sickness insurance was introduced into 
many other countries and extended more widely in those countries which 
had already introduced it. At the present time, sickness insurance 
exists in most European countries, as well as in Japan and in several 
South American nations. 

Although sickness insurance has passed the experimental stage in 
Europe, it has not found popular support in the United States. In spite 
of the enormous economic burden of illness, this form of social insurance 
has not made much headway here. Nevertheless, the future develop- 
ment of the public-health movement in this country may be accompanied 
by compulsory sickness insurance. Public opinion is forming on the 
subject. An initial step was taken in 1942 by Rhode Island, which 
extended unemployment benefits to cover absence due to illness. Other 
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sporadic efforts at this type of legislation have been attempted in the 
United States, but they have been viewed as paternalistic. 

Sickness-insurance laws have been opposed as difficult of administra- 
tion and as easy of abuse. Some feigning of sickness or malingering might 
take place in spite of the necessary certification by a medical ofiicer. 
Advocates of sickness insurance point out in reply that sick benefits are 
decidedly less than the wages received and that there is an initial exemp- 
tion period of several days. The purpose of the latter is to lighten the 
administrative problem by the elimination of minor ailments and short 
absences from the scheme of sickness insurance. 

24. Invalidity Insurance. — Invalidity insurance is a payment of 
benefits to those who are incapacitated for work by reason of some 
physical infirmity other than that of old age. Thus the loss of sight or 
hearing would ordinarily prevent an individual from remaining self- 
supporting. Such invalidity might not be the result of an industrial 
accident, in which event it would not come under the provisions of work- 
men’s compensation laws. Even if so covered, the disability might 
extend far beyond the time limits of sickness insurance. In brief, then, 
invalidity insurance represents the further extension of the principle of 
compensation, which developed first for the victims of industrial accidents 
and military conflicts. 

In order to avoid the baneful effects of charity, the state might well 
pension invalid members of society in proportion to their loss of earning 
capacity. For illustration, the number of occupations open to the blind is 
necessarily small and their possible earnings are A’^ery meager. Hence 
certain communities have provided that the blind, Avho were not recipients 
of charity or of workmen’s compensation, might receive a stipend from 
the public treasury. 

This principle was incorporated in the Social Security Act of 1935, 
which provided that the Federal Government would match dollar for 
dollar state pensions to the blind up to a limit of $15 per person per 
month. This maximum was increased in 1939 to $20 for those states 
pajdng an equal amoimt. In the early 1940’s the total number of blind 
persons receiving such assistance was about 50,000. 

25. Mothers’ Pensions. — Mothers’ pensions are gratuitous payments 
by the state to needy AAudows forced to care for families. In general, such 
pensions are small in amount and restricted to those who have no other 
means of support. Their aims are the substitution of a pension system 
for charity, the reduction of infant mortality, the maintenance of the 
home, and the prevention of young children growing up under conditions 
of pauperism. 

This is one form of social insurance in w'hich the United States has 
taken the lead. Even before the impetus given this movement by the 
Social Security Act of 1935, about forty states had enacted some kind of 
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mothers’ pension law. Since Jan. 1, 1940, the Federal Government has 
granted subsidies to states equal to half their total expenditures, including 
administrative expenses as well as actual assistance grants, up to a 
Federal-state monthly maximum of $18 for the first dependent child and 
$12 for each additional dependent child under sixteen years or under 
eighteen years if still in school. In the early 1940’s the total number of 
dependent children receiving such assistance approximated a million 
a year. 

26. Superannuation. — Human waste is expressed not only in indus- 
trial accident and occupational disease, in premature death and preventa- 
ble illness, but also in superannuation. The superannuated are those 
who are prematurely aged or those who are incapacitated for further 
work without specific disability. Superannuation may be regarded as 
the final outcome of chronic fatigue or extreme specialization, rather 
than the result of an industrial accident or an occupational disease. 
Victims of superannuation, like those suffering from some incurable 
defect, have been referred to as the “living dead.” Although not senile 
from longevity, they are too old to work or to play. The superannuated 
have lost the ability to maintain their former occupations, and they lack 
the power of adjustment to other occupations. 

Superannuation is due, in large part, to the strenuous character of 
modem industry, to its rapid pace, to dangerous or unhealthy conditions 
of employment, and to long hours of work at monotonous tasks. Studies 
of factory workers in numerous large plants have testified to the youthful- 
ness of the employees; in many cases, the average age was found to be 
about thirty. Although gray hair seems to be common and valuable in 
the professions, youth is desirable and alertness is necessary in modem 
manufacturing and mercantile establishments. 

27. Old and Middle-aged. — The average age of our population is 
advancing, owing to the reduction of infant mortality and the conquest of 
disease. Consequently, the proportion of those of middle age in our 
population is increasing. If this older group is to be retained in industry, 
it is necessary that some provision be made for them. In an individual- 
istic economy, a worker could taper off his activities as his years increased 
and as his strength decreased. But under our factory system of produc- 
tion, such a tapering-off process is impossible or difficult. The employee 
is forced to maintain his schedule or quit. The immediate results are 
increased strain and accelerated superannuation; the final result is death 
or chronic unemployment. 

Human conservation involves not only increased longevity or 
decreased death rate, but also adequate provision for old and middle- 
aged people, whose number and ratio to the total population have been 
growing markedly. If industry has no place for the aged or super- 
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animated employee, it must provide an adequate program of old-age 
pensions and contributory insurance. Otherwise the worker is confronted 
with the possibility of a dependent old age. Instead of the comforts and 
independence which should surround the closing years of life, the aged 
employee is faced with the prospect of institutional custody and reliance 
on public or private charity. 

28. Private Pension Systems, a. Developmeni of Voluntary Plans . — 
One of the earliest and most common forms of adjustment (not compensa- 
tion) on individual initiative was to place the injured or aged employee 
in an easy or sedentary position. Thus the railroads employed their 
crippled or aged workmen as flagmen at grade crossings, as watchmen 
about their yards and warehouses, and as ticket takers at subway stations. 
But the number of such positions is limited, and the advisability of such a 
policy is questionable on many grounds. At best, such an adjustment 
was merely a step tow'ard a comprehensive sj’-stem of compensation. 

One of the first important private pension systems was that estab- 
lished in 1884 by the Baltimore and Ohio Railway. Subsequently other 
railroads and public-utility companies adopted somewhat similar plans. 
The movement spread to many large industrial, mercantile, and financial 
companies. Among the best known pension plans were those of the 
Pennsylvania Railroad, the Standard Oil Company, the United States 
Steel Corporation, and the Colorado Fuel and Iron Company. 

Some erroneously called “pension systems” required a small but 
systematic contribution from employees. For the most part, however, 
they were gratuitous or noncontributory. Enforced retirement was 
somew'here between sixty and seventy years of age. A prior record of 
long, continuous, and satisfactory ser\dce was generally required for 
pensions. The amount of the pension usually varied with the length of 
service in the company and the amount of wages received at retirement. 
Although usually small in amount, it was often greater than that granted 
by states having old-age pension laws. 

b. Accomplishments and Weaknesses . — The purposes of these private 
pension sj’^stems of large industrial concerns were both humanitarian and 
selfish, both idealistic and practical. Pension systems made for efficiency, 
stability, and loyalty among employees. The aged and inefficient worker 
was removed from an industrial organization in which speed and accuracy 
were of vital importance. Pension plans also reduced labor turnover 
and industrial conflict. If workers left and later returned, they were 
frequently granted claims on the pension system based only on the date 
of reentry into the service of the company. Again, the likelihood of a 
strike was reduced, for participation therein generally involved a loss of 
pension benefits. Indeed, pensioned employees have often been used as 
a kind of labor reserve for emergencies and sometimes even as strike 
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breakers. Some excellent pension systems were developed where wages 
were low and working conditions unsatisfactory. Indeed, some of the 
most widely advertised pension plans have been those of industrial 
organizations which have been hostile to organized labor and which 
maintained the open shop or the company union. 

Even if we assume that private pension plans were inspired by the best 
of motives and that they were operated on broad humanitarian principles, 
rather than for selfish reasons, private pension plans must be indicted on 
the grounds of their inadequacy. In spite of the existence of numerous 
splendid private insurance plans, most of them were not sufiSciently inclu- 
sive. Many workers were employed by concerns which had no pension 
system. It was estimated in 1925 that not more than 2.6 per cent of the 
industrial workers of the United States came under pension systems.* 
Moreover, the age of retirement was often so advanced, and the length of 
continuous service demanded so great, that only a small portion of this 
little group was able to participate in the benefits of these plans. Hence 
it is desirable to have a governmental program with more general coverage 
and more generous benefits. 

29. Governmental Provision for the Aged in European Countries. — 
Compulsory old-age insurance was unknown until Germany again took the 
lead in this form of social insurance in 1889. Employers were required 
to see that every employee sixteen years of age or over had an old-age 
card and that stamps covering the required premiums were regularly 
afiixed thereto. The employer bought these stamps from the government 
and then gave the employee his stamp each week, paying half the 
cost himself and taking the other half from the employee’s wages. 
The premiums were small and the annuities correspondingly meager. 
Consequently the government added a subsidy to increase the 
benefits. 

Denmark, in 1891, met the same problem by a national system of 
gratuitous old-age pensions. Great Britain also adopted the latter scheme 
after considerable study. Under the British Old-age Pension Law of 
1908, every wage earner of seventy years of age or over, who had lived 
in the kingdom for the previous twenty years, whose total yearly income 
from other sources was negligible, and who had been an industrious 
worker, might receive an old-age pension from the state amounting to a 
few shillings a week. The British Old-age Pension Act of 1908 was 
amended in 1911 and 1919 in the interests of wider coverage and greater 
benefits. Invalidity, as well as old age, was provided for. But the addi- 
tional burden of providing increased public subsidies for its huge 
unemployment-insurance scheme proved too great for the public treasury. 

* Epstein, A., Paper before the American Association for Labor Legislation, 
December, 1925. 
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In 1925, Great Britain definitely turned from old-age pensions to old-age 
insurance. 

Before the First World War, many other European countries had 
pro'^'ided old-age pensions or insurance or both. Some nations had met 
this problem by a system of state subsidies to voluntary and cooperative 
societies. After the war, most of the remaining countries provided old- 
age and invalidity protection. Most of these postwar laws provided 
compulsory and contributory old-age insm-ance, in addition to, or in lieu 
of, old-age pensions. 

30. Old-age Pensions in America. — Old-age pensions or contributory 
retirement funds were common in the United States, but they were 
generally a dminis tered by private concerns for their oum employees. 
The National Government had compulsory old-age insurance for its 
employees. The same was true of teachers and other employees of most 
states. There was, however, no national system of old-age pensions or 
annuities applicable to aU workers before the passage of the Social 
Security Act of 1935. 

The Massachusetts Commission on Old-age Pensions in 1907 reported 
against the adoption of such legislation by that state. The first law 
on the subject, passed by Arizona in 1914, was so carelessly drawn that it 
was declared unconstitutional. The Pennsylvania law of 1923, which 
vras modeled after the British old-age pension law, was held by the courts 
of that state to be a violation of a provision of its state constitution, which 
forbade the giving of gratuitous pensions to any individuals except those 
who had rendered military service. 

In the following decade, however, American progress toward state old- 
age petrsions was as rapid as it had been slow in the previous decade. By 
1933, seventeen states and Alaska had acts providing financial assistance 
for the needy aged who were citizens of good character. These laws 
followed the general outline of the standard bill drawn up by the American 
Association for Labor Legislation. It provided that a citizen of seventy 
3 'ears of age or more, who has resided continuoirsly for fifteen years within 
the state, if the value of the applicant’s properly did not exceed $3,000, 
should be entitled to a peirsion which, when added to other income, would 
not exceed a total of $1 a day. 

31. Federal Security for the Aged. — The Social Security Act of 1935, 
amended 1939, was a comprehensive measure which included old-age 
benefits, unemployment comperrsation (to be treated in the following 
chapter), and subsidies to states providing health programs and giving 
pensions to the blind and mothers of dependent children. Benefits to the 
aged were of two types: (1) old-age assistance or gratuitous pensions for 
immediate relief of the destitute aged; and (2) old-age annuities, con- 
tributory and contractual, designed as the long-run solution. 
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a. Old-age Pensions . — No national program of old-age pensions has 
been provided. Instead, the Federal Government agreed to match, 
dollar for dollar, state pensions for “needy, aged individuals” over sixty- 
five years, up to S15 per person per month. In 1939, the Federal subsidy 
was raised to a maximum of $20 for those states providing a like amount 
for old-age assistance. Federal subsidies to states for old-age pensions 
were further increased by an additional 5 per cent for administrative 
costs. No special taxes were levied for this purpose by the Federal 
Government, which has paid these state subsidies out of its general 
revenue. So effective was this subsidy arrangement that between the 
time of the passage of the Social Security Act of 1935 and its amendment 
in 1939, every state in the Union had an old-age pension law in effect. 

In 1940, the average monthly old-age pension was between $19 and 
$20. Great variation existed from state to state; in eight states the 
monthly pension was over $25, but in another eight states it was under 
$10. The number of states exceeding the Federal maximum was small, 
the number below the Federal maximum was large. The proportion of 
beneficiaries varied as widely from state to state as the amount of the 
benefit. In two states, half or more of all people over sixty-five years 
of age were receiving old-age assistance. The total number of recipients 
of old-age assistance throughout the United States has been close to 
2 million; its combined annual cost to the Federal Government and the 
states has been about a half billion dollars. 

b. Old-age Annuities. — Old-age assistance will probably continue as a 
permanent need for a relatively small group. It is hoped, however, 
that the long-run solution for the greater portion of old people will be 
found in contributory and contractual old-age annuities. 

The Social Security Act of 1935 founded a Federal old-age insurance 
system and created the Social Security Board for its administration. 
A pay-roll tax, to be borne equally by employers and employees, was 
imposed to provide immediate premiums for ultimate benefits. Begin- 
ning in 1937 and continuing for three years (in 1939 extended for three 
more years) the rate was to be 1 per cent each; from 1943 to 1945, inclu- 
sive, it was to be 2 per cent each; from 1946 to 1948, inclusive, it was 
to be 2J^ per cent each; and from 1949 on it was to be 3 per cent each. 
The employer pays his own share and that of his employees, deducting 
the latter from their pay envelopes. Both taxes cease on wages in 
excess of $3,000 a year. In 1942, Congress voted to retain the current 
2 per cent (1 per cent each) rate in 1943. 

Benefits under this system go to both survivors and bereaved bene- 
ficiaries; they include primary benefits to the insured and supplementary 
benefits for dependents. To qualify for an old-age annuity, the worker 
must be sixty-five years of age and retired from most work. In addition. 
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he must have been covered for forty previous, but not necessarily con- 
secutive, calendar quarters; i.e., he must have made substantial con- 
tributions to the fimd. Special provisions were made to care for those 
soon to reach sixty-five years of age, to permit them to qualify for old- 
age annuities and thus to prevent them from seeking old-age assistance. 

The size of the old-age benefit depends on the amount of wages 
received and the length of the earning period. The monthly benefit 
is figured at 40 per cent of the first $50 of average monthly wage and 
10 per cent of the remainder, plus 1 per cent additional for each year of 
covered employment. This amounts roughly to about half wages. 

In addition to this primary benefit, a supplementary benefit of half 
the primary benefit is added for a wife, also sixty-five years or over, and/or 
for each child eighteen years or under. Total supplementary benefits 
may not exceed the primary benefit. The total benefit for one worker 
may not be more than $85 or less than $10 a month. 

If the insured individual dies before reaching the age of sixty-five, 
survivor’s benefits are paid to his dependents. A widow of sixty-five 
or over or one with a dependent child is entitled to three quarters of the 
primary benefit. A dependent parent over sixty-five or a dependent 
child under eighteen is entitled to half the primary benefit of the deceased. 
If there are no survivors eligible for benefits, a lump sum of six times the 
primary monthly benefit is paid to the estate. 

Summary. — Industrial accidents and occupational diseases constitute 
a serious source of human waste and a grave menace to human con- 
servation. Superannuation and premature death are other social 
maladjustments of industry. The national vitality is further impaired 
by the wide prevalence of general sickness and physical defects not 
resiilting from industrial accidents and occupational diseases. The total 
economic losses and social costs are enormous. Moreover, the chief 
incidence of high mortality and morbidity rates is concentrated on 
particular groups and not diffused evenly throughout all society; it 
often falls on those economic classes least able to bear them. 

The safety and health movements in industry seek to promote 
human conservation to a maximum and to reduce human wastes to an 
irreducible minimum. The cooperation of the employee, the employer, 
and the state is necessary for the realization of this ideal. 

Provisions must be made for the victims of modern industry. These 
include (1) medical and surgical care, (2) educational or rehabilitation 
work, in order that the injured worker may become economically inde- 
pendent as far as possible, and (3) financial assistance in the form of 
social insurance. In addition to these remedial measures, preventive 
measures must be taken to reduce the number of cases by a vigorous 
attack on causes. 
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The common generalization that the enterpriser assumes the risks of 
industry is not entirely true. Although he assumes important financial 
risks for the capital invested, which justifies the existence of profits, 
the worker bears many of the so-called “human” risks of industry. 
Previous chapters have indicated that there is no guaranty to labor 
of a living wage, and the following chapter will discuss the problem of 
economic insecurity and rmemployment. In addition, there are the 
constant menaces of occupational accident and sickness and the hovering 
specter of a dependent old age, discussed in the present chapter. 

For the financial compensation of those individuals who are the 
victims of the hazards of modern economic organization, social insurance 
has been developed. This is an application of the fundamental principle 
of property insurance to the human risks of industry, the financial burden 
of which is diffused throughout society in general instead of being con- 
centrated on those individuals suffering the losses. 

Although often voluntarily undertaken by private corporations and 
by trade unions, social insurance implies the element of compulsion, 
general application, and governmental supervision. State subsidy is 
justified because of the reduction in the number of appeals to public 
and private charity. 

Workmen’s compensation laws provide benefits to the victims of 
industrial accidents in proportion to their loss of earning power. They 
are a distinct advance over the older employers’ liability acts, because 
the employee is no longer obliged to bring suit or to prove the direct 
responsibility of the employer. 

Germany was the pioneer nation in health insurance. Although 
compulsory sickness insurance has developed in Europe on a wide scale, 
the United States has not seen fit to follow its example in this form of 
social insurance. 

Dependent old age may be avoided either by old-age pensions, as in 
Great Britain, or by old-age insurance, as in Germany. Before the 
passage of the Social Security Act of 1935, providing both types in the 
United States, many states had old-age pensions and many large cor- 
porations had their own programs for caring for their aged employees 
on retirement from active service. 

Questions for Discussion 

1. o. Show the heavy toll taken by industrial accidents. 

6. Cite causes and suggest remedies. 

2. a. What are some especially dangerous trades and why? 

5. What progress toward safety has been made by each? How? 

3. a. Outline some leading causes of occupational diseases. Illustrate. 

b. What has been done to safeguard the health of those workers? 
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4. a. Show the social significance of general sickness. 

b. Suggest some points of a national program of health conservation. 

5. Compare workmen’s compensation laws with employers’ liability acts. 

6. a. What is insurance? What is mutual insurance? 
b. Why is insurance essentiallj’- social in character? 

7. a. Define social insurance. Compare with other types of insurance. 

b. What are some essentials of sound and adequate social insurance? 

c. Outline leading t 3 'pes of social insurance. 

8. a. Compare different methods of administering workmen’s compensation. 
b. Show advantages and disadvantages of each type. 

9. Contrast old-age pensions with old-age insurance. Illustrate. 

10. Compare the necessity and danger of sickness insurance with old-age insurance. 

11. o. Make out a case in favor of compulsoiy sickness insurance. 
b. Point out difiiculties and dangers. 

12. o. Prove the adequacy or inadequacy of private pension plans before 1935. 

6. Give some examples of good private pension plans. 

13. What is invalidity compensation? Contrast with workmen’s compensation. 

14. Define superannuation. Give reasons and suggest remedies. 

15. Explain provisions for the aged in the Social Security Act. 

Topics for Investigation 

1. Causes of mine accidents. 

2. Reduction in railroad accidents and fatalities. 

3. Rehabilitation of industrial cripples. 

4. Safety of mines in Europe and the United States. 

5. Germany, the pioneer in social insurance. 

6. Mothers’ pensions in the United States. 

7. Workmen’s compensation law of your state. 

8. Standard w'orkmen’s compensation bill of American Association for Labor 
Legislation. 

9. Old-age pensions in United States before and after 1935. 

10. Sickness insurance in Europe. 
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CHAPTER XII 

THE PROBLEM OF UNEMPLOYMENT 
QUEST FOR SECURITY 

1. Nature of Unemployment. — ^Unemployment may be defined as 
idleness of the worker not due to his own incapacity. The unemployed, 
as contrasted with the unemployable members of society, are those workers 
who are capable and desirous of employment but who are unable to secure 
work because of some maladjustment in the economic order over which 
they have little or no control. The unemployed are potential economic 
producers who belong neither in the leisure class of idle rich nor in the 
social-debtor groups of defectives, delinquents, or dependents. 

Irregular employment and underemployment are special phases of 
unemployment. Irregular employment is intermittent employment or 
lack of steady work. Underemployment is insufiicient employment to 
permit the worker to earn wages adequate to m ai ntain a minimum 
standard of living. 

Although the unemployed must be distinguished from the unemploy- 
able, there is a tendency of unemployed or irregularly employed workers 
to drift into the ranks of the unemployable, as steady habits of thrift 
and industry are gradually broken down. Thus the unemployed worker 
may be reduced to the level of poverty or, if he becomes a recipient of 
charity, to the depths of pauperism. 

2. Types of Unemployment. — Several different kinds of unemploy- 
ment may be distinguished one from another by a simple time analysis. 
They are commonly referred to as casual, seasonal, cyclical, and secular 
unemployment. Although related to each other and frequently com- 
bined, the problem of unemployment is somewhat different in each 
case. 

Casual unem^plgyment represents variations in day-to-day and even 
hour'foSour employment. It is peculiarly acute among unskilled 
workers in those industries which have built up large labor reserves. 
It is illustrated by the fluctuating demands for the services of dock hands 
and longshoremen, who are busy when several ships are in port, but idle 
tmtil another boat arrives. The irregularly employed laborers about 
the gates of a factory also illustrate this type of unemployment. Casual 
unemployment occurs in some skilled and semiskilled occupations, as 
well as among unskilled laborers. For illustration, numerous coal 
mines have not operated continuously, but only 2, 3, or 4 days a week. 
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Seasonal unemployment is the month-to-month or quarter-to-quarter 
variation in employment. It may be due to the seasonal character of 
production, as, for illustration, in agriculture, lumbering, and con- 
struction work, or to the seasonal character of demand, as, for example, 
in clothing and millinery. Seasonal unemployment in slack seasons, 
alternated with overtime in busy seasons, is due to the variations in 
weather, which cause seasonal increases and decreases in the production 
and consumption of various goods. 

Cyclical unemployment is caused by recurrent periods of depression, 
as the business cycle runs its course. Cyclical unemployment seems to 
recur at intervals of several years or even a decade. It constitutes 
a serious challenge to modern capitalism, for it is indicative of the plan- 
lessness of our present industrial organization. The minor business 
depressions of 1920 to 1921 and 1937 to 1938 and the major business 
depression of 1929 to 1933 afford the most recent illustrations of cyclical 
unemployment. 

In addition to seasonal fluctuations and cyclical variations, there is a 
long-run or secular trend. Between the First and the Second World 
War, for example, there seems to have been a secular trend toward 
decreased employment, or rather toward greater irregularity of employ- 
ment. This recent secxilar trend of unemployment has been termed 
technological unemployment, because it was explained in terms of the rapid 
invention of new machinery and the constant introduction of new indus- 
trial processes. The early industrial revolution in England was accom- 
panied by a serious condition of unemployment among numerous groups of 
craftsmen. The new industrial revolution in the United States presented 
an analogous situation. Although industrial productivity expanded, 
owing to the increased mechanization of industry, these technological 
changes created a serious maladjustment or readjustment of industry 
which expressed itself in unemployment or irregular employment. 

In addition to casual, seasonal, cyclical, and secular changes, repre- 
senting a time analysis from short to long periods, there are also irregular 
and unpredictable changes known as random changes. Illustrations 
are the adjustments due to famines, floods, and wars. The Second World 
War, like the First World War, caused industrial rearmament and 
readjustment, which affected employment, reemployment, and unemploy- 
ment. International conflicts also necessitate postwar industrial 
readjustment to the arts of peace; they are apt to be followed by deflation, 
depression, and unemployment. 

3. Amount of Unemployment. — Because of variations in the volume 
of unemployment throughout different occupations, industries, seasons, 
and years, it is difficult to make a general or long-run estimate of the 
average amount of unemployment. The average number of unem- 
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ployed or the average rate of unemployment is a statistical abstraction, 
like the average wage or the average length of the working day. The 
real, current number is sometimes higher and sometimes lower. 

It is generally conceded that unemployment, especially casual 
unemployment, is greater in unskilled than in skilled occupations. 
Again, the problem is more acute in the ninter than in the summer 
months, when agriculture “takes in a certain amount of the slack.” 
Unemployment also displays itself more intensively in the city than 
in the country, although the problem, as will soon be pointed out, is 
agricultural as well as industrial. There is a tendency of unemployed 
or migratory labor to flock to our cities during the winter months and 
then to flow out again into the country during the spring and summer. 
In the meantime, urban demands on charity are taxed to the utmost. 

A review of various American estimates of unemployment before 
the great depression from 1929 to 1933 summarized that an average of 
at least 13^ million industrial wage earners in the United States were 
continually unemployed, taking poor and prosperous years together, 
and that the average worker lost about 10 per cent of his wor kin g time 
through unemployment alone.* 

4. Unemployment Is Chronic as Well as Acute. — Beveridge’s* classic 
study of unemployment concluded that, although the volume of unem- 
ployment increased greatly during periods of economic depression and 
decreased in periods of prosperity, there has been a continuous amount 
of unemployment throughout all phases of the business cycle. Other 
studies of unemployment likevdse indicate that it is a chronic, as well 
as an acute, problem. 

In spite of popular opinion to the contrarj'-, a period of prosperity 
does not eliminate unemployment, even though it does reduce its amount. 
Thus the Committee on Waste of the Federated Engineering Societies 
found that a million men were out of work during the so-called “wartime 
prosperity” of 1917 and 1918, when it was commonly supposed that 
every man could easily get a job if he were so disposed. A decade later, 
in a peacetime period of prosperity, the chronic problem of unemploy- 
ment was even more serious. The Labor Bureau, Inc., estimated, 
in 1928, that 4 million workers were out of employment. The American 
Federation of Labor oflBcials reported in February, 1928, that the average 
unemployment in twenty-three leading industrial cities of the United 
States was over one-sixth of the total number of workers represented by 
their unions.® Other evidence could be cited to show that a serious 
problem of unemployment existed even before the crash of 1929. 

iBhadfobd, E. S., “Industrial- Unemployment, ” TJ.S. Bureau of Labor Statistics, 
BvUetin 310, p. 2. 

* Beveridge, W. H., “Unemployment: A Problem of Industry.” 

* American Labor Legislation Review, March, 1928, p. 65; June, 1928, p. 150. 
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6. ITnemployment Is Agricultural as Well as Industrial. — Chart 41 
gives the secular trends of agricultural production, agricultural employ- 
ment, and farm population from 1899 to 1925. Although farm produc- 
tion in 1924 was almost half again as great as in 1899, farm employment 
was at the same level, having risen slightly, remained fairly stable, and 
then declined to its 1899 level. Although the index of farm production 
rose far above that of farm population, farm employment failed to 
keep pace even with farm population; it fell far behind farm productions. 
Hence there was the movement from the farm to the industrial city during 
the new industrial revolution before 1929. It is evident that agriculture 
was unable to absorb the displaced workers of manufactures, because 
there had been taking place an agricultural revolution in the countryside 
analogous to the industrial revolution in our cities and towns. Unem- 



Cbabt 41. — Agricultural production, farm population, and agricultural employment 
(1899 to 1925) (Base — level of 1899 = iOO per cent). {Reproduced from American Labor 
Leoielalion Review, March, 1928.) 

Shaded area indicates the excess of farm population over the number needed to operate the forms. 

ployment then has been an agricultural, as well as an industrial, problem. 
Indeed, the lag of the employment index behind the production index 
has been greater and longer in agriculture than in manufacture. 

6. Recent Fluctuations in Volume. — ^The great business depression 
from 1929 to 1933 was of unprecedented magnitude in many respects, 
perhaps chief of which was the enormous and protracted problem of 
unemployment. The U.S. Census Bureau estimated the number of 
unemployed in April, 1930, at over 3 million, but it rose in the following 
three years to several times that figure. On the basis of the 1930 census 
figures, the amount of unemployment was estimated at about 5 milli on 
in the summer of 1931, increasing to 10 million in 1932.^ This huge 
total represented about one person out of every five gainfully employed. 
Other conservative estimates of unemployment during the great depres- 
sion were even higher, varying from 10 to 15 mill ion. 

This huge tide of unemployment receded in the following years of 
recovery from a crest of 12 million in 1933 to a trough of 6 milli on in 
1937. A short but sharp business recession took place from 1937 to 
1938; the volume of unemployment rose seriously and quickly to over 
* “Recent Social Trends,” vol. 1, p. 315. 
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10 million in 1938.^ It fell slowly in 1939 and rapidly in 1940 with the 
stimulus given industrial production by the outbreak of the Second 
World War. 

Although fluctuating with various phases of the business cycle and 
mitigated by reconstruction programs, the United States has been facing 
a serious unemployment problem. It is chronic as well as acute; it is 
agricultural as well as industrial. Although in existence before 1929, 
it assumed larger proportions thereafter. Although obsciired by the 
preparedness boom of the early 1940’s, its recurrence after the conclusion 
of the Second World War can be prevented only by effective and long- 
range economic planning in advance. 

7. Unemployment Is an Economic Maladjustment. — In the long 
run, the supply of labor and the demand for labor tend to balance. It is 
true also that the supply of labor constitutes a potential demand for 
the products of labor. How then can there be a secular trend toward 
increased unemployment? 

To the extent that a worker produces, he is able to consume, provided, 
however, that his wage is proportionate to his production. Again, 
an increase in the supply ^of labor is an increase only in the potential 
demand for labor and not necessarily in effective demand. 

A later section will stress the fact that unemployment is essentially a 
maladjustment between the supply of labor and the demand for labor. 
Although temporary and local in its particular aspects, this disequilibrium 
may be continuous, displaying itself sometimes here and sometimes there, 
but always somewhere. Moreover, this maladjustment will be inten- 
sified if the pace of economic change is quickened^.^ 

Changes in methods of production may be so rapid and so frequent 
that the labor market cannot adjust itself to them promptly and com- 
pletely. This lag of human adjustment behind technological progress 
causes a continuous problem of unemployment, which is intensified 
in such dynamic periods as those of industrial revolutions. Dis- 
equilibrium is due to immobility of labor and to lack of fluidity of capital, 
neither of which can flow easily and promp|/Iy from one area or occupa- 
tion to another. / 

8. Specialization and Interdependenc#>^Unemployment is peculiarly 
a problem of our specialized economic society, resting on division of 
labor and excha^e. Unemployment, in the strict sense of the word, 
did not exist in a simMe economic order where producer and consumer 
were identical.^ For mlustration, the American pioneer was his own 
butcher, baker, and candlestick maker. He used his own time at his 
own discretion for the production of such goods as were necessary to the 
satisfaction of his own wants. The worker was his own employer 
and independent of distant markets and general industrial conditions. 

‘ National Ind\istrial Conference Board. 



THE PROBLEM OF VNEMPWYMENT 


291 


The economic forces of supply and demand were crystallized in his own 
person. Hence there was no social problem of imemployment although 
individual idleness may have been common. 

The frontier has long since disappeared from American life, and thickly 
settled communities have taken its place. Industrial evolution has 
resulted in the transition from a simple to a complex, and from an undif- 
ferentiated to a highly specialized, economy. Today, few people satisfy 
directl}'^ by their owu labor most economic wants. On the contrary, 
most individuals consume daily the products of thousands of different 
specialized workers whom they have never seen. Likewise, they limit 
the scope of their own labor to the production of one economic good or, 
rather, to one particular phase of its production. This great cooperation 
of specialists is made possible only by the simDar development of a 
very intricate mechanism of exchange. Regularity of employment 
now depends on the nicety of adjustment between the consumption and 
production of countless economic commodities and services, made by 
innumerable speciahsts who are unknown to each other. 

Division of labor has made possible the production of more goods, 
cheaper goods, and, perhaps, better goods, but it is fraught with certain 
grave dangers, one of which is unemploymest. As long as this delicate 
machinery of specialization and exchange works smoothly, aU is well; 
but if friction occurs in some part, the whole mechanism suffers. A 
Swiss watch is a more accurate timepiece than a sundial, but it is also 
more fragile. 

Planes of living are higher today than before the industrial revolution; 
the poor man’s table has on it comforts from all parts of the world. 
Nevertheless, this very interdependence of modem economic society 
makes it a veritable house of cards. Thus a strike among the coal miners 
of Pennsylvania may force New England textile mills to close, and a 
drought in Argentina may put London dock hands out of work. We 
have passed from a local to a national economy; we are now moving pain- 
fully from a national to an international economy. Hence American 
tariffs and German reparations could aggravate the unemployment 
problem in England after the conclusion of the First World War. 

9. Misdirected Production and Overproduction. — There is division 
of labor over periods of time, as well as among individuals and territories. 
Modem economic production is not only specialized but also roundabout 
and capitalistic. Labor was formerly applied directly to natural resources 
for the production of consumption goods. Today, labor first spends 
itself on the production of capital, and then, aided by these capital goods, 
labor turns toward the final production of the desired consumption goods. 
Capitalistic or roundabout production is far more effective than the direct 
method, but it is likewise more susceptible of misdirection. In such a 
case, economic loss results and unemployment ensues. 
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Between the raw materials of production and the finished consumption 
goods, many stages interpose. The wool on the sheep’s backs may be 
sheared next year, carded a year hence, woven into cloth still further in 
the future, and perhaps not be made into suits of clothing for several 
years. Becp.use capitalistic production is roundabout and time con- 
suming, and because producers must prepare for a prospective future 
demand rather than for an apparent present desire, production must 
be carried on in anticipation of demand and not in response to it. This 
enhances the possibility of error in production, the likelihood of which is 
further increased by frequent changes in consumers’ wants. Because 
modem production is spread out over a long period of time, the original 
wants of prospective consumers may change in the meantime. The 
demand in anticipation of which production has been carried on may 
vanish. 

Although general overproduction is impossible, in the sense that more 
goods can be produced than can be consumed, it is possible to have mis- 
directed production, i.e., the production of too much of one good and 
not enough of another good. Moreover, overproduction of a good or 
of numerous goods is possible in the sense of the making of more than 
can be sold at a profit above costs of production. The results of mis- 
directed production or of a fall in prices below their former costs of 
production are business stagnation or an intermption of production, 
Avith their disturbing effects on employment, through the rude jarring 
of the delicate equilibrium between the demand for and the supply of 
labor. 

10. Economic Disequilibrium. — ^As previously observed, labor creates 
its own demand for its own products. In the final analysis, producers 
are consumers and consumers are producers. It is true that in the 
long run the demand for and the supply of labor must balance. This 
economic principle, however, like any other scientific law, states merely 
a general tendency. There are numerous opposing forces and disturbing 
infiuences, for modem industrial society is dynamic and not static, 
complex and not simple; production is roundabout and not direct. At 
any given time or place, there may not be perfect balance between the 
demand and supply forces of labor. Hence there exist unbalanced 
industries, unbalanced localities, and unbalanced periods. Thus the 
maladjustment of unemployment will continue to display itself, now here 
and now there, but always somewhere. It may be temporary, local, 
or particular, i.e., affecting only a given time, a given industry, or a 
given group of workers, but for society in general the maladjustment is 
continuous and widespread. 

Liability to unemployment, then, is inherent in our djmamic, spe- 
cialized, and capitalistic economy, in which production is carried on by 
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private enterprise and individual initiative. It is a plague wliich affects 
only a free and progressive society. A slave civilization had “unem- 
ployment” only among its leisure class. Again, a regimented society 
can adjust its labor supply to the demands of the state through shifting 
its labor battalions to whatever project the party in power favors; a 
labor surplus can be mobilized in its standing army. Capitalism, how- 
ever, has automatic and impersonal control in the form of the price 
system, even though that does not function perfectly and immediately; 
therefore maladjustments exist and unemployment continues. Hence 
there is a growing interest in economic planning and a decreasing resist- 
ance to political controls. 

11. Illustration of Industrial Maladjustment. — The bituminous-coal 
industry has been characterized by an economic maladjustment produc- 
tive of unemployment, irregular employment, and chronic under- 
employment. It illustrates the problems of casual unemplo 3 rment, 
seasonal unemployment, cyclical unemployment, and technological 
unemployment. 

The First World War created an overexpansion in the soft-coal fields 
as in numerous other industries, such as iron and steel. This over- 
expansion in the bituminous-coal industry, however, was far older than 
the war. Again, little indication of readjustment w'as manifest in the 
decade following the First World War, despite the fact that it was 
featured by the increased use of gasoline and fuel oil and by the further 
development of hydroelectric projects. The fever of overexpansion 
and the lameness of readjustment seemed to be chronic ailments, from 
■which the coal industry, before the reconstruction legislation of 1933, 
showed only slight chance of recovery on its o'wti initiative. It was 
re'vived by the rearmament program and the scarcity of fuel oil during the 
Second World War; it may suffer a postwar relapse and not achieve 
permanent recuperation. 

12. Changes in Methods of Production. — Revolutionarjr changes in 
methods of manufacture took place in England during the first industrial 
revolution. The crude spinning jenny of Hargreaves, for illustration, 
enabled one person to spin as much as twenty or thirty people could have 
done in the same length of time on the old-fashioned spinning w’heel. 
Consequently, its immediate effect was to put many hand workers out 
of employment. The long-run effect of the introduction of power 
machinery in the textile industry, however, ■w'as that more workers were 
engaged in manufacture in the English factories after these great mechani- 
cal inventions than had formerly been employed in their own homes 
under the domestic system of manufacturing goods by hand. 

The development of the railroads put canal men out of their former 
jobs, but it created employment for a much larger group within the 



294 


SOCIAL ASPECTS OF INDUSTRY 


transportation industry. The automobile likewise displaced the horse 
and buggy, but it replaced small occupations with much larger ones and 
likewise increased employment. 

Mechanical invention has been continuous and rapid during the past 
century. New machinery and improved processes have, temporarily 
at least, put some workers out of employment at their former occupations. 
The tremendous adjustment in the labor market necessitated by new 
machinery can be illustrated by the following two inventions. The 
McKay sewing machine attaches the soles of a himdred pairs of shoes in 
hours, as compared with 100 hours of time previously spent under 
the former method of cobbling shoes by hand; thus, one man can now 
do the work which formerly required more than sixty men. The still 
more recently invented Owen glass-bottle machine can produce 15,000 
bottles per day with a total of four men, each working on a shift of 
6 hours, whereas a single glass blower could formerly make only 200 
bottles in one shift; one man can now do the work which formerly required 
almost twenty men. 

It is contended that the imemployment resulting from the introduction 
of such machines is merely temporary and that the discharged workers 
eventually find employment in other fields. Each new invention reduces 
the cost of production and, hence, lowers the price of the article produced. 
Therefore, it tends to leave more purchasing power in the hands of con- 
sumers with which to buy other products or more of the same product. 
Thus the ultimate and total demand for labor is not reduced; displaced 
workers eventually find reemployment. The process of adjustment 
may be painful to the group of workers affected, but it is only temporary 
or local. 

The invention of power machinery and the introduction of new 
processes, however, w^ork a severe hardship on the skilled worker who 
has spent years in learning his trade and who is later forced to seek a 
new occupation. If too old or otherwise incapable of making the neces- 
sary adjustment, he may suffer permanent loss of employment or be 
forced to accept the lower wages of a less remunerative employment. 
But the greater economic well-being of society in general is more impor- 
tant than the special interests of any particular group. English opera- 
tors of hand looms and American makers of buggy whips had to give 
way before improvements in manufacture and transportation. 

The vested-interests argument may be applied to labor as well as to 
capital. It has been suggested that a displaced worker be compensated 
by society for the financial loss to him of the introduction of machinery. 
Although such a suggestion seems fanciful, employers will do well to 
consider the effects of the introduction of a new machine on their workers’ 
morale. 
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Organized labor, at first, was hostile to the introduction of machinery, 
but recently it has attempted to face the inevitable and to secure the best 
possible compromise. A happy solution was found in the printing trade 
after the invention of the linotype machine. Employers agreed to use 
for its operation only printers formerly engaged in setting type by hand, 
provided they would learn to use the new method. Skill at hand com- 
position was of some value in the operation of the new linotype machine. 
Although the immediate effect of this invention was to force some of the 
former printers out of employment, the reduced cost of publishing 
increased the volume of printing. The net result was that more men 
were employed after the invention of the linotype machine than formerly, 
even within the printing industry itself. 

13. Changes in Wants of Consumers.^ — Fashion has been a fickle 
mistress, for her whims have changed frequently and suddenly. The 
furniture of one period, for example, has been supplanted by that of 
another; wooden beds gave way to brass beds, which were later sup- 
planted again by wooden beds. Long dresses similarly gave way to 
short dresses, only to be replaced again by long dresses. Long hair was 
bobbed, only to be grown long again. Cloth-topped shoes once replaced 
leather-topped shoes; high shoes for winter wear gave way, in turn, to 
low shoes with woolen hosiery or cloth spats. The red flannels of our 
grandmothers have been banished by the dainty lingerie of the modem 
girl. Linen fabric was supplanted by cotton, cotton by silk, and silk 
by rayon; recently, cotton has again become the vogue. 

Changes in fashion are social in character, but they have tremendous 
economic effects. Inasmuch as production must be carried on in anticipa- 
tion of demand, rather than in response to demand, sudden and unfore- 
seen changes in the wants of consumers cause misdirected production. 
Although many consumers are unaware of them, their economic wastes 
and their social costs are tremendous. In some shops, there are unem- 
ployed workers, idle machinery, and unused materials, while in other 
establishments overtime is resorted to and new materials are rushed to 
supply the latest craze of the public. - 

Greater stability of consumption, permitting increased standardiza- 
tion of production, would be accompanied by an enormous reduction of 
waste, which the consumer could enjoy in the form of more goods, better 
goods, and cheaper goods. The employer would benefit by decreased 
uncertainties of business and by reduced obsolescence of equipment. 
The workers would enjoy greater security from the alternating menaces 
of unemployment and overwork. 

14, Seasonal Occupations, a. Importance . — Professor Beveridge 
stressed seasonal unemployment as one of the most important phases of 
unemployment. He discovered that in the building trades there was 
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80 per cent more unemployment in the slack month of December than 
in the busy month of August; in the manufacture of furnishings three 
and a half times more unemplojrment in the slack month of January 
than in the busy month of April; among machinists about 50 per cent 
more unemployment in the slack month of December than in the busy 
month of May; and among printers twice as much unemployment in the 
slack month of August as during the busy month of November.^ 

h. Causes . — Seasonal unemployment is due to periodic variations 
within the year in the demand for labor of a given type, resulting from 
seasonal conditions of production or consumption. Thus wheat must 
be harvested and vegetables canned in the summer or early autumn. 
Winter is favorable for lumbering but not for building. 

Consumers’ wants likewise are subject to variations with changes of 
season. The clothing and millinery industries, for example, have fall 
and spring seasons, owing to changes in costume corresponding to changes 
in weather; the intervening summer and winter months are relatively 
slack seasons. Again, social customs, such as Christmas giving and 
Easter parading, cause seasonal stimulation. Christmas holidays are 
preceded by busy seasons but followed by slack seasons in mercantile 
establishments; extra help is taken on during the rush season, only to be 
dismissed afterward. 

c. Stabilization of Employment . — Numerous shops have attempted to 
stabilize their business by special sales at reduced prices during slack 
months. Such bargain sales also permit them to dispose of the past 
season’s goods instead of assuming the expense and hazard of carrying 
them over to the next season. 

Where the seasonal character of an industry is due to the effects of 
alternating weather conditions on production, rather than on consump- 
tion, stabilization of employment is more difficult. Thus the production 
of ice was necessarily a winter industry before natural ice was supplanted 
by artificial ice. Lumbering still remains chiefly a winter industry, 
where logs are sledged down to the mills or rivers. The harvesting of 
grain and other crops is an autumn industry in countries within the north 
temperate zone. Great canneries employing thousands of workers can 
operate only in the summer and autumn months when fruits and vege- 
tables ripen. Construction work and the building trades flourish in the 
spring, summer, and autumn, but they languish in the cold winter months 
when frost, snow, and sleet make outdoor work difficult. 

d. Dovetailing Seasonal Industries . — The dovetailing of seasonal 
industries tends to reduce their disturbing effects on regularity of employ- 
ment. For example, the common combination of coal and ice dealers 
has been beneficial, for the employer could maintain a year-round force 

1 Beveridge, W. H., “Unemployment: A Problem of Industry,” p. 29. 
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of workers, most of whom could deliver ice in summer and coal in winter. 
It is obvious, however, that there are limitations to such dovetailing of 
industries. It is difficult where occupations are unrelated or where they 
call for different skills. Printers cannot become carpenters or machinists 
in order to balance the seasonal character of these industries. Even 
if such mobility of labor could be secured, it would not completely solve 
the problem, because the total demand for all wmrkers appears to be 
greater in some months than in others. Finall 3 ’-j the dovetailing of 
industries requires more and better economic planning than has yet 
been achieved. Although fuller use of its limited potentialities could 
reduce seasonal unemployment, the present tendency is for each industry 
to build up its own labor resen^e, which is employed in busy seasons 
but idle in slack seasons. 

16. Business Cycles. — Unemployment due to a general business 
depression must be distinguished from that due to seasonal variations 
in particular industries. Here we are face to face vdth the great economic 
problem of the business cj'cle. Without re%’iewing its various theories 
and causes let us recall how a period of business prosperity tends to 
culminate in a crisis, which is succeeded by a business depression, fol- 
lowed, in turn, by recovery, which gradually develops into another 
period of prosperity, and so on again. 

The great human tragedy of business depressions is unemployment. 
Thousands of idle workers tramp the streets vainly in search of employ- 
ment. The economic toll of depressions is waste. When large numbers 
of workers are thrown out of their former jobs, there is a serious loss 
of wages, wdiich means not only misery to the unemploj^ed and their 
families, but also a reduction of purchasing pow-er within the community. 
This decrease in effective demand depresses production, accentuates the 
business depression, and creates still more unemployment. 

Illustrations of cyclical depressions, causing a decrease in employment, 
are those of 1892 to 1893, 1904 to 1905, 1913 to 1914, 1920 to 1921, 1929 to 
1933, and 1937 to 1938. The depression of 1929 to 1933, discussed in a 
preceding section, increased unemployment to unprecedented propor- 
tions. A review of past depressions, recurring wdth revolutions of the 
business cycle, suggests a pessimistic conclusion to an unhappy period 
of so-called “war prosperity.” 

16. Industrial Conflicts. — Broad economic factors play an important 
part in shaping the policies of both labor and management. Industrial 
conflicts are avoided by employers in periods of prosperity but faced 
more resolutely by them in periods of depression when a strike or lockout 
may merely obviate the necessity of a general layoff. Hence it is difficult 
to say to what extent, if at all, industrial conflicts staged during periods 
of industrial depression swell the net amount of unemployment. 
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The New York Board of Mediation and Arbitration estimated that 
the number of man-days lost by all wage earners because of strikes and 
lockouts was less than 1 per cent of the total number of man-days lost 
from work through all causes. Studies of unemployment among the 
organized workers of Massachusetts and New York also seemed to agree 
that only 1 or 2 per cent of the total volume of imemployment might be 
attributed to strikes. Hence the effects of industrial disputes on produc- 
tion and employment, bad though they were, may not have been so 
serious as was commonly supposed. Nevertheless, the growth of labor 
organizations after 1933 was followed by an increase in strikes which 
reached a climax in the business recession of 1937-1938; production was 
crippled and employment curtailed. 

17. Changes in Tariffs and International Trade. — The tariff has been 
said by its devotees to create employment, although it really substitutes 
one type of employment for another. Critics have replied that the 
tariff creates an expansion in a given industry and an excess production 
in certain lines, which helps to bring on an economic crisis, followed by a 
period of depression and unemployment. The truth is to be found in 
neither extreme. Unemployment is caused not so much by a tariff 
or the absence of a tariff as by the frequent industrial readjustments 
caused by repeated changes in the tariff. 

Anything which has a disturbing influence on trade and commerce 
will upset the delicate equilibrium which has been built up between the 
demand for and the supply of labor. Modem specialization and exchange 
are no longer local or even national; they are international. Any new 
dam in the usual channels of international trade is apt to create, tem- 
porarily at least, unemployment in some part of the world. 

The delicate mechanism of territorial specialization and the smooth 
flow of world trade are as diflicult to restore as they are easy to disrupt. 
The First World War was a tragic illustration. The financial collapse 
of Germany meant the loss of important markets for exports from other 
countries. In the years which followed that great conflict, Britain 
struggled with a grave unemployment problem. Allied nations became 
less enthusiastic about the payment of German reparations when it 
became apparent that a depression in certain home industries might 
result. The Second World War covered even wider areas, affected 
more commodities, influenced still more peoples, and disturbed even 
more seriously the usual channels of international trade. Postwar recon- 
struction presents a colossal task and a dismal prospect of unemployment. 

18. Incidence of Unemployment. — ^The causes of unemployment, 
like those of poverty, may be divided into objective or environmental 
causes and into subjective or personal causes. These two groups are 
not mutually exclusive; they are merely different ways of analyzing the 
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same set of factors. Individual causes do not create the economic 
problem of unemployment, but they do determine its social incidence, 
i.e., which individuals will be imemployed when unemployment strikes 
their group. 

Individual contributory causes of unemployment include intem- 
perance, crime, indolence, disease, degeneracy, old age, and various 
physical, mental, or moral defects. These factors, however, need not 
be stressed here, for they are more relevant in a causal analysis of the 
unemployable group than of the imemployed group. 

19. Costs of Unemployment, a. Burden on Labor . — ^Although unem- 
plo 3 Tnent is costly to employers and to society in general, its chief 
burden rests on labor. To the worker, unemployment means loss of 
wages and temporarily or permanently lowered planes of Ii\'ing. As 
his meager savings are soon exhausted, the man out of work faces the 
unpleasant alternatives of starvation or charity. 

Unemployment has a depressing psychological effect on the discharged 
worker. Irregular employment makes difficult the formation of steady 
habits of thrift and industry. It is easy to drift with the current into 
the great river of casual and migratory laborers. The unemployed or 
irregularly employed worker may eventually float out into the vast sea 
of poverty and pauperism. The change from a casual or migratory 
laborer into a tramp, a delinquent, or a dependent is as easy as his trans- 
formation into a steady and industrious worker is difficult. 

Unemployment affects employed, as well as unemployed, workers. 
Discharged laborers naturally seek employment in other occupations, 
where the increased competition for jobs tends to lower wages. Indi- 
viduals out of employment will often work for less than they formerly 
received and for less than other workers in those jobs to which they 
aspire. 

h. Burden on Industry . — Unemployment is costly to the employer 
as well as to the employee. Although the employer may have a greater 
financial reserve than his employee, a closed factory pays no dividends. 
Overhead charges, such as interest on idle capital, soon eat up past 
earnings. Moreover, the lajdng off of workers tends to disrupt an 
industrial organization; its general efficiency is impaired when increased 
output again becomes necessary. 

c. Burden on Society . — The economic costs of unemployment to 
society in general are equally important. Unemployment creates more 
unemployment. The majority of consumers are wage earners, and 
unemployment reduces their purchasing power. Consequently, their 
effective demand for various economic goods declines and production 
falls off proportionally. This, in turn, creates more unemployment, and 
the vicious circle is complete. 
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The social costs of unemployment may be read in the rates of poverty 
and crime. Unemployment is a cause, as well as a result, of dependency 
and delinquency. A period of industrial depression, with consequent 
loss of employment, will increase greatly the demands on public charity; 
there is also apt to be an increase in crimes against property. 

Unemployment breeds discontent, radicalism, and a spirit of unrest. 
Idle men who are willing to work but unable to find employment are 
easy converts to revolutionary doctrines and disorderly actions. On 
the other hand, regularity of employment at a living wage is the best 
practical argument among laborers in defense of the status quo of modem 
industrialism. 

20. Labor Reserve, a. Nature . — The result of chronic unemploy- 
ment is the existence in industrial society of what is known as the “labor 
reserve.” It consists of those workers whose employment is irregular. 
It constitutes a great human reservoir of labor on which the industry 
can draw when necessary. 

The labor resei-ve is made up chiefly of those workers whose services 
are not continuously required but who do find employment from time to 
time. It includes chiefly, but by no means exclusively, unskilled and 
semiskilled workers. The labor reserve extends across the twilight 
zone between the unemployed and the unemployable. At any given 
time, the employer selects only the most likely workers from among the 
total number of applicants around the factory gates; those in excess of 
his immediate needs remain idle in the great labor reserve. 

b. Size . — The smallness of the labor reserve is a rough measure of the 
ability of industrial society to use effectively its human resources. The 
size of the labor reserve depends not only on the irregularity of employ- 
ment within an industry, but also on the lack of cooperation between 
employers. The immobility of workers likewise tends to swell these 
“stagnant pools of labor,” the total number and size of which are further 
increased by the tendency of each employer to develop his own labor 
reserve instead of one for the whole industry or for the entire locality. 

If the volume of business varies from day to day or from week to 
week, the number of workers inside and outside the factory gates tends 
to equal the total number employed during the busiest period. Beveridge 
was the first student to describe this tendency of the labor reserve of 
any particular industry to grow but not to shrink with temporary 
economic changes. He contended that the total number of workers 
congregating about a particular labor market tends to equal the maxi- 
mum number for whom it is possible to find employment there. 

c. Features and Factors . — One of the most unfortunate features of 
our present industrial system is this tendency of each business organiza- 
tion and of each community to build up its own labor reserve. It serves 
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to make the bargaining position of the employer easy by offering him a 
continuous and adequate labor reserv^e from which to select his employees. 
But, from a broad social point of view, such a system is wasteful of our 
greatest human resource, the labor of men and women. 

Foreign labor has been an important contributing factor to this 
situation, for unskilled immigrants have been used to recruit the labor 
reserves of various industries. A Federal law has forbidden the importa- 
tion of foreign contract labor, and there has been no concerted national 
effort to adjust the great tide of foreign labor to the demand for it. The 
unskilled immigrant labor group has been especially immobile and 
peculiarlj^ susceptible of industrial exploitation. 

d. Reduction of Labor Reserves . — ^The reduction of the labor reserve 
can be done only by an improvement in the labor market. Associations 
of fruit growers have developed bureaus of information, marketing 
associations, and better shipping facilities to distribute more intelli- 
gently their perishable material products. Human labor is nonmaterial, 
but it is equally perishable and even more valuable. Nevertheless, 
its marketing has been less efficient than that of many commodities. 
At any given time, there may be an excessive supply of labor of a particu- 
lar type in one localitj’’ and simultaneously an exce.ssive demand for it 
somewhere else. 

The First and Second World Wars created sudden and serious problems 
of adjustment in the labor market. New national defense industries 
were created; some old industries were stimulated, but others were 
depressed. The output of some occupations was increased; that of 
other occupations was curtailed. Some relocation of population was 
necessitated by the readjustment of industry to and after the war. 
Meanwhile labor reserves were drained by industry and replenished by 
youths, women, and the partially employable. 

21. Migratory Labor. — Migratory labor is another serious problem 
of modem economic life. It has been estimated that there are several 
million American workers not definitely attached to any specific industry 
or to any particular locality. Moreover, the number of migratory 
laborers has probably been increasing, not only absolutely, but also 
relatively. 

The chief cause of migratory labor is to be found in the seasonal 
character of numerous industries. Thus workers released from agricul- 
tural pursuits in the autumn flock from the country into industrial towns 
and cities. Again, the great arm3'^ of men who harvest our wheat crop 
are forced to move from the south to the north as the crop ripens. In 
the winter months, many of them go still farther north into the forests 
around the Great Lakes, where they engage in lumbering. In the spring 
months, these casual workers may find emploj^ment in construction work. 
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An extreme illustration of migratory labor is the passage of Italian 
laborers to and from Argentina. As the climatic seasons are reversed 
in the north and south tempemte sones, the crop ripens in opposite 
months of the year and the same group of workers can harvest both 
crops within one year. 

The effects of migratory labor on the individual are somewhat similar 
to those of irregular employment. Indeed, migratory labor is apt to 
be irregularly employed. It is easy to migrate without definite employ- 
ment and eventually to yield to the temptation of becoming a tramp or a 
member of the floating leisure class. Seasonal trades invite shiftlessness 
and a lack of responsibility. The worker can hardly transport his 
family with him as he goes from place to place in search of work. It is 
impossible to maintain a wholesome family life, and it is easy to sink 
into the group of petty criminals. 

22. Reduction of Unemployment. — The first step toward the solution 
or amelioration of a problem is the securing of adequate and accurate 
knowledge instead of relying on current misinformation. We have 
seen, for example, that, despite popular opinion to the contrary, unem- 
ployment is a chronic, as well as an acute, problem of industry. Efficient 
labor exchanges therefore are necessary not only to help adjust the labor 
supply to the labor demand and to administer unemployment relief 
programs, but also to keep records of unemployment and of unemployed 
individuals. 

Again, any social problem, such as unemployment, requires alike the 
reduction of causes and the relief of cases. A sound system of unem- 
ployment compensation will not only care for the unemployed but it 
will also reduce the amount of unemployment. 

Philanthropy merely affords temporary assistance, and charity 
is a poor substitute for a job. Public work is more expensive than 
public relief but it maintains the independence of the individuals aided 
thereby. It also stimulates the employment of other individuals in 
related industries. 

23. Economic Measures. — Our brief survey of the chief causes of 
unemployment suggests measures for its elimination or reduction. 
Meanwhile, assistance must be given individuals out of work. Care of 
cases must be continued while an analysis of causes is pursued and an 
attack against them is prosecuted. 

a. Stabilization of Demand . — ^The reduction of sudden changes of 
fashion would eliminate some of the irregularities in industry which 
result in overtime, on the one hand, and unemployment, on the other. 
Popular education of both men and women on this subject would do 
considerable good. Anything which helps to stabilize and to standardize 
demand helps to reduce unemployment. 
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In general, the demand for necessities is more stable than the demand 
for luxuries. Hence the old slogan of “necessities for all, before luxuries 
for a few” has a corollary on unemployment. Economic production 
in accordance Avith this social maxim, however, will remain only an 
Ideal so long as glaring inequalities in income exist. Effective demand, 
it win be remembered, requires purchasing power as well as potential 
desire. 

The growth of large business combinations and the decline of fierce 
competition tend to reduce fluctuations in the demand for labor. Monop- 
olj" price has, at least, the advantage of being relatively more stable than 
competitive price. Moreover, with an expansion of the business unit, 
opportunities to dovetail different industries are increased. 

6. Stabilization of Production . — ^The seasonal aspect of many indus- 
tries is impossible to eliminate, as it is determined not only by our 
economj’^, but also by physiography. Nevertheless, much can be done 
toward devetailing seasonal occupations and toward increasing the 
mobility of labor. Although such remedies may reduce unemployment, 
they may simultaneously intensify the migratory character of this 
labor, as illustrated by farming in summer and autumn, lumbering in 
winter, and construction work in the spring. 

Irregularity of employment in many industries can be reduced by 
manufacturing for stock, i.e., in anticipation of demand. Such a proce- 
dure involves a hazard on the part of the producer, because it intensifies 
the risk due to possible changes in the wants of consumers. It is safer 
for the employer to pass on a portion of this risk to his employees in the 
form of overtime in rush seasons and unemployment during slack seasons, 
hluch could be done, however, by mutual agreement of manufacturers on 
a standardization of styles sufidciently far in advance. In the case of 
staple articles it is possible to manufacture for stock far more than is done 
at present. By offering special discounts to preseason purchasers, the 
risks and financial outlays of dealers might be reduced. 

c. Economic Changes and Business Cycles . — The invention of machinery 
and other technological changes will probably continue in the future as 
they have in the past. Indeed, economic progress is apt to be accelerated. 
A dynamic society will always face a constant problem of adjustment. It 
is desirable, however, that future technological advances be accompanied 
by increased social control over industry. It is also hoped that these 
adjustments will be directed toward greater social welfare and not merely 
toward higher profits. The human scrap heap of industry cannot be 
viewed with the same complacency in the future as it has been in the past. 

The reduction of employment due to a general business depression 
brings us face to face with the problem of the business cycle. This 
transcends the individual business unit and even the industry as a whole. 
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It involves national and even international problems, such as those of 
money, credit, banking, and price levels. Without reviewing these, it 
may be said that any economic reform, such as the stabilized dollar, for 
illustration, which tends to mitigate business depressions tends thereby 
to reduce unemployment. 

d. Economic Planning . — It is costly to permit industry to function 
without comprehensive planning. The First and Second World Wars 
revealed how a national economic program could improve labor markets 
and reduce the wastes of competition. The world-wide depression of 
1929 to 1933 was a tragic illustration of industrial anarchy and economic 
drifting. Socialists and other critics of modem capitalism point to the 
waste and planlessness of economic production on individual initiative 
and under the lure of private profits. The Russian Gosplan, on the con- 
trary, attempted to organize the entire economic system of that country 
in order to minimize waste and to maximize efficiency. Capitalistic 
countries will do well to promote national bureaus of economics, com- 
mittees of engineers, and industrial councils to consider the reduction of 
unemployment and other forms of economic waste by improved methods 
of industrial planning. In short, the reduction of unemployment 
requires more and better economic planning for an individual business 
unit, for the industry as a whole, for the nation itself, and for the entire 
world. 

24. Educational Measures. — Educational, as well as economic, 
reforms are necessary. It is costly to have children and young people 
in blind-alley jobs instead of school. Although vocational education 
has captured our public-school system, many educators prefer a general 
industrial or commercial education to highly technical schools and 
courses. It may be that specialization has been carried to an unwar- 
ranted and undesirable extreme. There is as great a dearth of the 
general all-round mechanic as of the bedside physician. It is hoped that 
the education of tomorrow, both within school and within industry, 
will increase not only the skill but also the adaptability and mobility 
of our future wage earners. This will enable them to shift more readily 
from one occupation to another under the stress of unemployment. It 
has been suggested that an individual leara two allied trades instead of 
one specialized occupation. Guidance work done through experienced 
counselors is pointing toward these objectives; it is seeking to bridge the 
gap between the school and industry. 

26. Employment Agencies. — ^The organization of the labor market has 
been less efficient than the organization of produce markets. Employ- 
ment agencies represent an attempt toward an intelligent organization of 
the labor market. They cannot create work, but they can bring together 
the jobless man and the manless job. They can reduce the fruitless 
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wandering of men out of w’ork. Employment agencies can help adjust 
the supplj' cf labor to the demand for it. 

a. Types . — Employment agencies are of two general t3’’pes, public 
and private. Public agencies, in turn, maj' be classified as Federal, 
state, or local labor exchanges. 

Private employment agencies are of various types. There are fee- 
charging agencies which are conducted for profit like any other business. 
There are also philanthropic associations which do not charge a fee and 
which are not influenced by the profits motive. In the last place, there 
are employment agencies maintained by associations of employers and 
those conducted by labor organizations. 

As the last two groups of agencies are somewhat partisan, they are 
apt to be viewed with suspicion by the opposite sides; this feeling hinders 
their effectiveness as employment agencies. Private nonprofit employ- 
ment agencies are generally limited in their sphere of usefulness; they 
are more concerned with rehabilitating unemployables than with placing 
the unemployed in good jobs. As many of them are under the direction 
of charitable societies, both employer and employee are prone to feel 
that they are trying to find jobs for less eflBcient workers. 

b. Defects and Abuses . — Employment agencies in this country were, at 
first, instituted on individual initiative, rather than undertaken as a 
legitimate public function. There are stUl several thousand private 
profit-making employment agencies in the United Spates. Although 
probably better than none at all, they are far from satisfactory. Some 
maintain fairly high ethical standards and perform useful social functions, 
but with many others the reverse is the case. Although there are many 
reputable and satisfactory private agencies, the majority of them are 
dominated more by the search for profits than by the desire to serve a 
great economic need. 

Fraudulent and extortionate practices have been common, as all 
studies of private employment agencies indicate. Vacancies sometimes 
have been encouraged as a potential source of fees. Misrepresenting 
terms and splitting fees with plant officials have been frequent. When 
employers ordered men from several agencies at the same time, they 
often attracted crowds of workers far in excess of their local demands. 
Although such a situation permitted management to exercise a wide 
selection and to beat down wages, the result was often tragic to the 
workers. It was the conclusion of the Commission on Industrial Rela- 
tions that the private-employment-agency “business as a whole reeks 
ndth fraud, extortion, and flagrant abuses of every kind.” 

c. Regulation of Practices . — The majority of states now have some 
sort of legislation on the subject of private employment bureaus, the 
worst practices of which have generally been eliminated. State statutes 
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on this subject frequently forbid misrepresenting facts, falsifjdng records, 
enticing women into immoral resorts, splitting fees with employers or 
foremen, sending applicants to fictitious jobs or, indeed, to any employ- 
ment without a written order from the prospective employer, charging 
fees without rendering employment services, and numerous other past 
practices of a bad or questionable sort. 

The state of Washington legislated in 1914 by popular vote to elimi- 
nate the private fee-charging emplojnment agency. This law, however, 
was declared unconstitutional by the Supreme Court in 1917 as a viola- 
tion of the guaranty of freedom of contract implicit in the Fourteenth 
Amendment. This decision did not destroy the power of a state or the 
Federal Government to regulate the practices of private employment 
agencies, nor did it impair the right of any governmental unit to develop 
or to maintain its own free public employment bureau in competition 
with existing private agencies. It merely forbade an exclusive state 
employment agency and the complete elimi n ation of private agencies. 

26. Public Labor Exchanges, a. Europe . — The first European nation 
to develop a comprehensive system of labor exchanges was Great Britain. 
The Labour Exchanges Act of 1909 authorized the Board of Trade to 
do this, but in 1917 the Ministry of Labour assumed charge of the sys- 
tem. Administrative divisions were established and labor exchanges 
were located in all important communities. The local offices function 
through advisory committees consisting of representatives of employers, 
employees, and the general public. Close communication is maintained 
with the central office in London. The administrative machinery of 
British labor exchanges is thoroughly correlated with that of unemploy- 
ment insurance. 

Public employment bureaus were established by other European coun- 
tries. Indeed, the movement heis progressed further in Europe than 
in the United States because unemployment compensation laws were 
passed by many foreign nations before the United States took such action. 
The labor exchanges of European countries, particularly those of Great 
Britain and Germany, served as models for many American states. 

b. American States and Cities . — ^The first free state employment bureau 
in America was established by Ohio in 1890. Before the First World 
War, about half the states maintained public employment bureaus, 
some of which were fairly successful. 

The Social Security Act of 1935, as we shall see, impelled aU states to 
enact unemployment compensation laws. The effective administration 
of unemployment compensation required the establishment or expansion 
of public labor exchanges for the performance of the allied functions of 
paying compensation to insured workers, adjusting claims for benefits, 
and seeking jobs for unemployed workers. 
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Some American cities experimented with free public employment 
bureaus, but insufficient appropriations, political influences, and the 
opposition of private interests militated against their success. Consider- 
able progi’ess, however, has recently been made toward coordination of 
activities and reduction of duplication. Local labor exchanges now 
cooperate effectively with those of other cities and with their own and 
other state bureaus of employment. 

c. U.S. Employment Service . — The Federal Government also has been 
active in this field. The movement was begun in 1907 with an attempt 
on the part of the Bureau of Immigration to place some of our immigrants 
upon farms instead of permitting them to crowd into congested cities. 
But for the next ten years comparatively little was accomplished. In 
1915, however, this service was extended to all classes of labor and to all 
occupations. 

The First World War showed the necessity for the conservation and 
mobilization of our labor resources. In 1918, the Federal Secretary of 
Labor reorganized the U.S. Emplojrment Service. An effort was made 
to coordinate state, county, and mimicipal bureaus under this Federal 
agency. Advisory boards of employees, employers, and public officials 
were created. Federation without centralization was attempted through 
this national organization. The advantages of coordination were sought 
through the cooperation of local organizations. Considerable autonomy 
was regarded as highly desirable in attempts to reduce unemployment. 

The Wagner-Peyser Act of 1933 authorized Federal grants to states 
for the establishment and maintenance of public employment offices, the 
costs of rvhich are shared jointly by the state concerned and the Federal 
Government. All these state agencies were thus coordinated through the 
U.S. Employment Service. 

27. Public Employment, a. Purpose . — The alleviation of unemploy- 
ment by utilizing the unemployed on public works is an old economic 
device. It was tried shortly after the revolution of 1848 in France. This 
experiment was widely heralded as an application of the public-workshops 
idea of the socialist Louis Blanc. As a matter of fact, it was merely an 
attempt to meet an unemployment crLsis by keeping busy on public con- 
struction those who would otherwise have been idle in the streets of Paris. 

Public employment during periods of indu-strial depression not only 
gives jobs to those out of work, but also has a stimulating influence on 
other industries. To employ men on the constmetion of roads and build- 
ings is to create a demand for stone, cement, and structural steel. Its 
indirect influence in creating employment in allied private industries is as 
great as its direct influence. Society is the gainer, not only because 
of the lessened demands on charity, but also because of the economic 
savings resulting from having the work done in periods of low prices. 



308 


SOCIAL ASPECTS OF INDUSTRY 


b. Limitations . — ^Public employment should supplement and not sup- 
plant the demands of private business. In other words, public work is 
to be created or increased when business is slack and to be deferred or 
decreased when business is brisk. Such coordination of public and pri- 
vate employment requires the substitution of comprehensive and advance 
planning for hasty efforts to devise any kind of job. 

In the long run, public employment does not create additional work 
but merely substitutes the state for the private employer. But in the 
short run, when there is a “lump” of unemployed labor, public work can 
create employment. It should be regarded, however, as the stabilizer 
and not the generator of employment. It should be viewed as a reservoir 
stored up for emergencies, and not as the primary source of supply. 

Public work may prime the pump, but the ultimate demand for labor 
comes from the stream of purchasing power flowing from the springs of 
production. Money has purchasing power and expresses purchasing 
power, but production, not money, is the cause of purchasing power. 
Hence the “cheap-money” fallacy is an even more impotent panacea for 
unemployment than the “first-aid” remedy of making work by public 
employment. 

Most governments follow the example of private business instead of 
reversing the general trend. They expand in periods of prosperity when 
tax receipts are high and retrench in periods of depression when taxpayers 
feel poor. The result is an accentuation instead of a moderation of the 
business cycle. The enormous amount of public construction is revealed 
in our huge Federal and state budgets and in the total bond issues of 
American cities. Although some public improvements are needed 
immediately, many could be deferred to periods of depression. 

Another mistake of the past has been the failure to plan ahead for 
municipal, state, and Federal projects. If better planning of public 
works were done, the unemployed might be put to work more construc- 
tively. As a rule, American cities have not had their future de velopments 
planned in advance. Like Topsy, they have just grown. It is not sur- 
prising, therefore, that employment on public work has not been effi- 
ciently done, although it has alleviated temporary distress. 

c. American Experience with Public Work . — During the business reces- 
sion of 1908, several American cities experimented with public work as a 
means of alleviating unemployment. The same year the Socialists wrote 
this principle into their party platform. The state of Idaho likewise 
pioneered in its law of 1915, which required county commissioners to 
provide emergency employment on public highways or elsewhere. In 
1921, California passed a law which provided for the extension of its 
public works during periods of acute unemployment caused by industrial 
depressions. A similar law was enacted by Wisconsin in 1923. 
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The great depression of 1929 to 1933 renewed interest in public work 
as an emergency measure, preferable to direct relief of the unemployed. 
The Roosevelt recovery program created the Public Works Administra- 
tion, succeeded by the Works Progress Administration. For more 
immediate and particular needs, the Civil Works Administration and the 
U.S. Housing Authority were organized. The Civilian Conservation 
Corps sought not only to reclaim land but also to rehabilitate men through 
a wholesome program of public work. 

The success or failure of these hastily created bodies must be evaluated 
in terms of an emergency program. Looking back over the period, the 
student can see the many mistakes •which were made and the huge funds 
which were wasted. IVhen the depression descended upon us, the coun- 
try was unprepared; there was a lack of prosperity reserves and of 
comprehensive plans for future development. Many large cities had 
already borrowed up to their legal limits in a previous orgy of spending; 
some were financially and politically bankrupt. The nation as a whole 
had to formulate hasty plans and a new political philosophy; unpre- 
cedented spending, borrondng, and taxing were necessitated by the 
emergency. 

28. Guaranteed Work and Dismissal Wage. — One method of protect- 
ing the worker against the ravages of unemployment is to guarantee him 
a minim um number of days' work throughout the year. Considerable 
progress in this respect has been made in the clothing industrj'-, which 
has suffered seriously from seasonal unemployment. Such stabilization 
of employment, however, has been dependent on the strength of organized 
labor in the needle trades and on the policy of manufacturing clothing 
in large factories. It has been menaced in sweatshop and homework by 
unorganized, underpaid, and irregularly employed workers. Trade 
agreements stipulating a specific number of days’ employment have been 
made by some highly unionized needlewoi’kers with certain large manu- 
facturers of clothing. Factories making ready-to-wear garments have 
been forced to manufacture for stock to a greater extent than formerly. 
These guaranties were often secured by an unemployment-insurance 
fund, contributed to jointly by employers and employees in the covered 
industry. 

The soap-manufacturing company of Procter and Gamble took a long 
step forward when it promised its workers 48 weeks of employment 
throughout the j'^ear. Such a policy, it was believed, could be followed 
by many other manufacturers of necessities for which the market demand 
is fairly stable. Similar attempts at stabilizing employment were made 
by the Hormel meat-packing concern and the Endicott- Johnson shoe 
manufacturers. The Dennison Manufacturing Company, maker of 
paper boxes, stationery supplies, holiday cards, tags, and various paper 
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goods, attempted a comparable program in an even more difficult indus- 
try, characterized by irregular, seasonal, and changing demands. Before 
the great depression, this firm maintained the policy of paying tem- 
porarily to those workers who were laid off a share of their regular wages 
out of an tmemployment fund, built up out of previously accumulated 
shares of the profits of the business. The efficient, as well as humane, 
management of this firm was remarkably successful in stabilizing produc- 
tion and reducing unemployment. 

Some firms ameliorated the hardships of unemployment by paying a 
"dismissal wage.” If an employee was discharged through no fault of 
his own, but merely because of lack of work, he received an unemploy- 
ment bonus at the time of his enforced separation from the services of his 
employer. In order to pay adequate dismissal wages, a business organi- 
zation must regularize employment in all years and accumulate in good 
years an unemployment reserve fund. The strain of unemployment 
generally comes in a period of business depression, when the firm is 
taxed by a serious loss of profits and by heavy fixed charges on idle 
equipment. 

Schemes of guaranteed work and dismissal wages, like plans of 
unemployment reserves within industiy, were developed during and 
after the First World War. Many were shattered by the great economic 
depression from 1929 to 1933, which was so severe and so protracted that 
the meager financial reserwes set aside in previous years of prosperity 
were inadequate. Consequently, most private and voluntary plans of 
unemployment insurance collapsed in the great crisis, during which 
they were so sorely needed. 

29. Private Unemployment Insurance. — One of the most comprehen- 
sive programs of private unemployment insurance, that of the General 
Electric Company, emerged in 1930 during the great depression. It 
permitted workers to elect or to reject entrance into the scheme. Insured 
workers were required to contribute 1 per cent of their weekly wages, 
except when these should fall below half their average full-time earnings. 
In cases of emergency, the 1 per cent contribution might be taken off all 
wages and salaries, whether the individuals were insured or not. 
Employee contributions were to be matched dollar for dollar by the 
company. The benefits of this plan of unemployment insurance were 
designed to compensate only temporary layoffs. Those permanently 
discharged, either for cause or by a reduction of production, were not 
included. After a 2 weeks’ waiting period, beneficiaries temporarily 
out of work were to receive 50 per cent of their full-time earnings, not to 
exceed $20 a week or to extend beyond 10 weeks. The limitations, as 
well as the benefits, of this plan are apparent. The depression had 
produced a trend toward practicability by reducing coverage and 
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imposing restrictions, in order to preserve the solvency of private 
unemployment-insurance reserves. 

The depression of 1929 to 1933 demonstrated the necessity of addi- 
tional protection in the form of compulsory unemployment resei'ves bxiilt 
up through public unemployment insurance. The limitations and 
failures of numerous private schemes demonstrated the desirability of a 
stronger, more general, and more permanent program, involving govern- 
mental supervision and assistance. Such a program was provided in the 
Federal Social Security Act of 1935, other features of which were described 
in preceding chapters. Its provisions relating to unemployment com- 
pensation will be treated in the concluding sections of this chapter, 
following a brief discussion of the advantages and disadvantages of 
unemployment compensation in general and a short review of practical 
experience with it in those countries where it existed before the United 
States inaugurated a similar program. 

30. Advantages and Disadvantages of Unemployment Insurance. — 
Unemployment insurance is hard to administer because of the ease of 
simulating unemployment. It is difficult to feign an industrial accident 
or old age, but it is easy to pretend to be an industrious workman out 
of a job because of circumstances beyond one’s own control. It is 
further contended that unemployment insurance ^vill increase, rather 
than decrease, the amount of unemployment. If men are paid only 
when at work, they will shun idleness; but if they are paid when out of 
work, they will be relieved of the necessity of looking for another job 
and many will remain in idleness. Bitter opponents of unemployment 
insurance have stigmatized it as a “dole system” and as “Caesar’s 
bread,” i.e., as analogous to the free distribution of grain to Homan 
citizens which encouraged the indolence and dissipation of the proletariat 
of that ancient metropolis. 

The friends of unemployment insurance reply that the amount which 
is paid to an unemployed worker is less than his regular wage and that 
it is not sufficient to relieve him of the necessity of looking for work. 
Moreover, unemployment insurance is carefully con’elated with public 
labor exchanges. Those who are receiving unemployment insurance are 
listed at the public labor exchange and are offered work when it can be 
found. Refusal to accept such work means loss of unemployment 
compensation. Finally, unemployment insurance cannot be regarded 
as a dole or charity, or even as a pension system, if the employee, when 
at work, pays a premium each week out of his wages for unemployment 
insurance. 

31. Aims of Unemployment Compensation. — The aims of any insur- 
ance program are twofold — compensation and prevention. It will be 
remembered that unemployment in its strict sense refers to enforced 
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idleness due to objective causes in the industrial system. Consequently, 
unemployment insurance attempts to alleviate the sufferings of workers 
due to circumstances beyond their control. Any scheme of unemploy- 
ment compensation accomplishes this objective. But scientific unem- 
ployment insurance tends to reduce unemployment, as well as to 
compensate the unemployed. It tends to lessen unemployment just as 
workmen’s compensation tends to reduce industrial accidents. This 
second aim of unemployment insurance, however, will be accomplished 
only if the system is carefully planned. If improperly administered, it 
fails in this important objective; it may increase rather than decrease 
unemployment. 

32. Types of Unemployment Compensation. — ^Uneniployment insur- 
ance must be distinguished from a dole. The latter consists of gratuitous 
contributions to individuals out of work, whereas the former is contractual 
and contributoiy. 

Scientific unemployment insurance implies the existence of an actuarial 
basis for the computation of risks, as well as adequate financial reserves 
for the payment of benefits. The premium which is charged depends 
not only on the wages paid, but also on the risk of unemployment in a 
particular occupation. Hence there is a financial incentive to employers 
to stabilize employment. 

If no attempt were made to assess premiums in proportion to the 
dangers of different occupations, workmen’s compensation laws would 
not have succeeded in reducing industrial accidents. So-called “unem- 
ployment insurance’’ has sometimes been paid for by a flat pay-roll tax 
instead of by premiums which differentiate between regular and irregular 
employment, thus penalizing instable industries and rewarding stable 
industries. 

Unemployment compensation may be paid out of individual reserves 
built up by separate firms or by pooled reserves for industry in general. 
Individual reserves are weaker than pooled reserves, but they permit 
greater flexibility and their premiums are more easily adjusted to experi- 
ence ratings. 

33. Ghent System. — ^Although no nation had attempted unemploy- 
ment insurance before the passage of the British National Insurance 
Act of 1911, several European cities had done so. Perhaps the most 
famous plan was that of the Belgian city of Ghent. 

The most unusual feature of the Ghent system of unemployment com- 
pensation was that it was administered by trade unions. Indeed, this 
form of public unemployment insurance was a municipal subsidy to 
trade-union unemployment benefits. This municipal subsidy was 
defended because it substituted insurance for charity and relieved the 
pressure on social agencies during economic depressions. Sharing with 
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unions the support of the unemployed was cheaper for the city than 
assuming that entire burden. Finally, the administration of unemploy- 
ment insurance by the local unions, which contributed substantially to 
the fund, lessened its abuses by their individual members. 

34. British Unemployment Insurance, a. Early Experience . — Great 
Britain was the pioneer countiy in direct national unemployment 
insurance. The Poor Law Commission of 1909 recommended that 
Great Britain follow the example of Continental countries in natio nali zing 
the Ghent system. ' But it was evident that trade-union unemployment 
funds, even though government subsidized, would not be adequate; nor 
would they afford relief to the unemployed who were not members of 
unions. Consequently, a national system of dii’ect imemplosonent com- 
pensation was substituted. 

The National Insurance Act of 1911 provided unemployment com- 
pensation in certain industries; its coverage was limited to about 2 million 
wage earners. Employers were required ,to insist that all employees 
coming under the provisions of the new law have both unemployment 
cards and sickness cards. Half the cost of the weekly stamps affixed 
to an unemployment card was borne by the employer and the other half 
was deducted from his employees’ wages. Benefits and premiums were 
small ; the time limit was restricted ; compensation was cleared through the 
previously established labor exchanges to secure coordination and to 
prevent abuse. It was hoped that public unemployment insurance 
would stimulate and supplement, not eliminate or reduce, unemployment 
benefits by trade unions and other private organizations. 

During the first decade of its existence the British system of unem- 
ployment compensation was financially sound. Its coverage was limited 
and its benefits were restricted. Modest premiums were sufficient to 
build up adequate reserves. Most important of all, employment was 
fairly stable, and the strain of unemployment compensation was slight. 
After the First World War, however, the entire situation changed. 
Depression succeeded prosperity as foreign trade fell off and the export 
industries languished. Unemployment increased, the coverage of the 
old law was extended; its benefits were increased and its financial supports 
were weakened. 

6. Effects of War . — ^At the conclusion of the war, two out-of-work 
donations were made by the British Government to take care of the 
temporary problems of demobilization and industrial readjustment. 
One was the granting of a free policy of unemployment insurance to 
each returned soldier. Although this measure, popular at the time, 
received later criticism, it was better than a soldier bonus. The other 
British out-of-work donation to civilians, directed especially at those 
formerly employed in war industries, was less justifiable and even more 
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confusing. Its administration was so difficult and its effects were so 
disastrous that it was repealed the following year. Nevertheless, these 
temporary indiscretions were sufficient to affix the term “dole” to the 
entire unemployment-insurance scheme of Great Britain, which had been 
operating successfully and conservatively on a pay-as-you-go basis for 
the preceding decade. 

These temporary postwar measures were replaced in 1920 by a com- 
prehensive unemployment-insurance law, which extended the system 
to the entire industrial population. The general plan of the original 
act of 1911 was followed, but premiums and benefits were increased 
because of higher costs of living. Additional amendments were made in 
1924, 1927, and 1930, seeking to eliminate certain abuses which had 
crept into the system. Eligibility was restricted by requiring proof of 
the payment of thirty weekly contributions in the previous two years as a 
prerequisite to the payment of out-of-work benefits. Evidence was 
required that the individual had earnestly sought employment and that 
he belonged in the unemployed, rather than the unemployable, group. 

In the period following the First World War, acute unemployment in 
Great Britain became chronic. The number of individuals receiving 
out-of-work benefits continued in the millions. Moreover, the coverage 
of the original law, as just stated, had been extended. Although pre- 
miums had increased, payments increased disproportionately. Conse- 
quently, the insurance fund, which previously had been actuarially 
sound and financially solvent, was slowly undermined. Government 
subsidies were added, and emergency loans were made by the national 
treasury to the insurance fund until, by the summer of 1931, its indebted- 
ness thereto was over £82 million, a sum far greater than its capacity to 
repay. 

c. Later Changes . — The insolvency of the national insurance fund was 
one of many factors which contributed to Great Britain’s departure 
from the gold standard in 1931. Drastic economies were made by the 
Labour Government, then in power, in a strenuous though belated effort 
to balance the national budget. Weeldy premiums of each of the three 
contributors to the unemployment-insurance fund, the employee, the 
employer, and the state, were increased by several pence per person per 
week. On the other hand, unemployment benefits were reduced about 
10 per cent. Certain abuses were eliminated, such as the cases of married 
women who had formerly held positions and who continued to receive 
out-of-work benefits. 

A distinction was drawn between occasional and permanent unemploy- 
ment by the provision that an tmemployed individual might receive his 
benefit only to a maximum of 26 weeks in the year, after which he was 
to be drafted out of the insurance fund into a new class known as the 
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“transitional,” whose future benefits were to be paid by the state as 
public assistance. In other words, an attempt was made to distinguish 
acute from chronic unemployment, the unemployed from the unemploy- 
able, and contractual or contributory unemployment insurance from 
gratuitous poor relief. Over a million individuals, who had had no work 
in the six months folloudng the passage of the new act, passed out of the 
benefits of unemployment insurance and into the transitional class, to be 
cared for by public relief. 

35. Appraisal of British Experience with Unemployment Insurance. — 
British unemployment insurance received considerable criticism at home 
and abroad. Labor leaders contended that its benefits were inadequate 
and sought to achieve increases or to prevent decreases in them. On the 
other hand, manufacturers and employers contended that the differential 
between unemployment benefits and market wages, particularly the wages 
of imskilled labor, was not sufficient to induce men to work. They felt 
that e.\'isting laws increased, rather than decreased, unemployment by so 
raising costs of production that competition with other nations was 
difficult. 

The British system drew little distinction among various occupations; 
it made sUght attempt to base unemployment premiums on unemploy- 
ment risks. The heavy burden of rmemployment insurance was not 
placed on the irregular trades, which were chiefly the languishing export 
industries, because such absorption of their proper share of the huge cost 
of unemployment insurance would have raised their costs of production 
to a prohibitively high level in a highly competitive foreign market. 

The extension of unemployment insurance in Great Britain was due 
to a postwar industrial depression. Unemployment figures were in the 
millions and there was serious fear of social revolution. Something had 
to be done immediately for the enormous number of individuals out of 
work. Consequently, the coverage of the British unemployment system 
was suddenly extended from 2 or 3 million to 10 or 12 million. This 
emergency measure became, in modified form, a permanent measure, 
as the acute imemployment problem became chronic. 

In spite of some mistakes in policy and certain errors in administra- 
tion, the British system of unemployment insurance did perform valuable 
social services. An enormous amount of human suffering was prevented 
and workers’ planes of living were maintained. But the financial cost, 
especially to the British manufacturer, taxpayer, and general consumer, 
was enormous. 

Critics of British unemployment insurance point out that a new 
generation has grown up since the First World War, thousands of whom 
have been continuously idle ever since leaving school. Unfortunately, 
this allegation is true; but it must be regarded, not as the result of British 
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unemployment insurance, but as the result "of a chronic problem of 
unemployment . 

The outbreak of the Second World War in 1939 provided a tragic 
solution to the British problem of unemployment. Recent industrial 
readjustment has been similar to that of the preceding generation. Men 
were called to the colors and women volunteered for service. The indus- 
tries of war supplanted and supplemented those of peace. Civilian 
populations, however, participated more immediately in the Second than 
in the First World War. Air raids necessitated tremendous work for 
protection and rehabilitation at home and for the spread of similar 
devastation to enemy lands abroad. 

Industrial readjustments after the war will be as serious as industrial 
readjustment to the war. Whether Britain’s unemployment problem will 
be as acute and as chronic after the Second World War as it was after the 
First World War remains to be seen. It is to be hoped that previous 
experience with unemployment compensation will be found helpful and 
that former mistakes can be avoided. 

36. Unemployment Insurance in Other Countries. — The British 
experiment in national unemployment insurance stood alone for almost 
a decade, but in the postwar years several other countries emulated her 
example. Beginning with Italy in 1919, the following European countries 
passed compulsory unemployment insurance laws: Austria in 1920, 
Russia in 1922, Poland in 1924, Bulgaria in 1925, and Germany in 1927. 
Queensland, Australia, in 1922, was one of the first non-European states 
to follow the example of the mother country. 

Other European countries, including France, Belgium, Denmark, and 
Norway, had voluntary unemployment-insurance programs of limited 
scope even before the First World War. In the postwar period, this 
partial step was taken also by Czechoslovakia, Finland, the Netherlands, 
and most cantons of Switzerland. 

The most important Continental experience with imemployment 
insurance was that of Germany, which followed the British example in 
this form of social insurance, as it had been followed by Great Britain 
in sickness insurance. The Compulsory Insurance Act of 1927 provided 
for the complete nationalization of public labor exchanges. Its benefits 
were extended to nearly all manual laborers and to most nonmanual 
workers of modest earnings. Profiting by British experience, however, 
the German law of 1927 excluded from unemployment insurance 
“casuals,” i.e., those workers whose employment lasted not more than 
26 weeks a year. The care of this group of unemployable, partially 
employable, or chronically imemployed people was regarded as a problem 
of public relief and not as a responsibility of the unemplo 3 maent-msurance 
fund, whose benefits were to be limited to the better class of workmen, 
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who were able and willing to make substantial contributions to it in the 
form of fairly regular weekly premiums. Again, the German law of 1927 
restricted the time of unemploj'ment insurance to 26 weeks in any year, 
after which no more benefits were to be paid until after the completion 
of another qualifying period of 26 weeks of premium payments. 

37. American Experiments with Unemployment Reserves, a. Unions 
and Employers . — The first kind of unemployment insurance in the United 
States, as in Europe, was the out-of-work benefit paid by trade unions, 
but in America this program neither developed widely nor received 
governmental subsidy. Some employers, often through company 
unions, also initiated programs of unemploj'ment benefits. The 
Rochester plan, one of the best and largest, involved the cooperation 
of numerous employers in diversified industries within the same 
community. 

b. Wisconsin Pioneer Law . — The first American law for compulsory 
unemployment reserves and compensation was passed by Wisconsin in 
1932. It required contributions only from employers, instead of joint 
contributions from employers and employees; it was subsidized by the 
state. The American plan implied the specific responsibility of manage- 
ment to provide either steady work or compensation for unemployment. 
It penalized irregular industries but rewarded those providing steady 
employment. The Wisconsin law permitted each company to build 
up its own unemployment resen^e, with liability limited to its own 
workers, in contrast to the European system of pooling unemployment 
premiums in a common fund. This newer plan was designed to stimulate 
the employer’s individual initiative in regularizing employment in every 
possible way. 

The framers of the Wisconsin law had a background of British experi- 
ence with unemployment compensation. They also had a background 
of experience, both at home and abroad, with workmen’s compensation 
laws. They sought to devise a system that w'ould decrease unemploy- 
ment, as well as compensate the unemployed. Desirable though this 
aim is, such a policy is difficult to carry out. Although it may be fair 
and desirable to load the costs of casual and even seasonal unemployment 
upon the backs of individual employers, should not society as a whole, 
rather than management alone, shoulder the costs of cyclical and tech- 
nological unemployment? 

38. Federal Social Security Act. a. Background . — The great depres- 
sion of 1929 to 1933 aroused the United States to a realization that 
industrial security was a paramount necessity. With the number of 
unemployed between 12 and 13 million, many felt that, if jobs were 
impossible and relief were denied, violence might take place. America, 
previously indifferent to or critical of British unemployment insurance, 
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now began to feel that it might be preferable to revolution. The United 
States as a whole was prepared to follow the trail of compulsory unem- 
ployment insurance blazed by the state of Wisconsin in its pioneer act of 
1932. Consequently, the Social Security Act of 1935, discussed in part 
in the preceding chapter, contained provisions for unemployment com- 
pensation, as well as for old-age and survivors’ insurance. 

b. Pay-roll Tax on Industry . — The Federal Social Security Act of 
1935 imposed a pay-roll tax on all industries engaged in interstate com- 
merce and employing eight or more workers during 20 or more weeks of 
the year. Most large industries were affected because intrastate manu- 
facturers were obliged to engage in interstate commerce to secure raw 
materials and to market goods. Small manufacturers and farmers 
escaped this tax, which amounted to 1 per cent of the wages paid in 1936, 
to 2 per cent in 1937, and to 3 per cent in 1938 and the following years. 
Except for a one-tenth deduction for administration costs, this pay-roll 
tax on most employers was to be deposited in the Unemployment Trust 
Fund of the United States Treasury to the credit of the state from which 
it was collected. This fund might be drawn against by any particular 
state for the payment of unemployment compensation to the workers of 
that state, provided it had an unemployment compensation law approved 
by the Federal Social Security Board. In order to recover funds so raised 
within their own borders, all the states in the Union promptly passed 
unemployment compensation laws. In 1940, unemployment compensa^ 
tion, available in every state, made benefit payments to over 5,000,000 
persons in the amount of more than $500,000,000. 

There is no Federal system of unemployment compensation similar to 
the Federal system of old-age and survivors’ insurance. The pay-roll 
tax is a compelling force and approval by the Federal Social Security 
Board is a standardizing influence which secures certain minimum require- 
ments. Nevertheless, there are as many unemployment compensation 
laws as there are states. Some states supplement the unemployment tax 
on employers by one on employees, but most states do not. Some permit 
individual reserves, but most states pool reserves. Some permit exemp- 
tions or deductions because of a favorable experience rating for stabilizing 
employment, but most states do not. 

c. Eligibility and Benefits . — ^In order to secure unemployment bene- 
fits, an individual must have been working on a job covered by the state 
law and must have previously received substantial wage payments. 
The amount of pay required to establish eligibility is stated usually as so 
many times the amount of weekly benefit. The weekly benefit is gener- 
ally half pay, with a minimum of $5 and a maximum of $15 a week. The 
payments continue until the worker resumes his old employment or 
secures another job. There is a time limit, however, after which such 
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payments cease, even though reemplo 5 Tnent may not be secured. This 
time limit varies from state to state, but it is commonly fixed at 16 weeks. 
To secure unemployment compensation, the jobless worker must register 
for work at his local public employment office at the same time that he 
files his claim there for compensation. There is generally a waiting 
period to stimulate efforts at reemployment and to eliminate the book- 
keeping details of day-to-day casual unemployment. 

A worker may not be denied unemployment compensation benefits 
because he refuses to accept a job where labor disputes or labor standards 
are involved. In case benefits are denied he has the right to an impartial 
hearing of his case. 

During the short but sharp business recession from 1937 to 1938 
unemployment compensation proved of help to individuals and of value 
to society. The armament program before and after America’s entrance 
upon the Second World War reduced the amount of unemployment and 
the claims for compensation; meanwhile financial reserves were accumu- 
lated. The real test of our system of unemployment compensation will 
come in the period of industrial readjustment following the war. 

Summary. — Unemployment is enforced idleness of workers due to no 
fault of their own but to objective causes in the economic organization. 
The unemployed are to be distinguished from the unemployable. Irreg- 
ular employment and underemployment are special phases of the general 
unemployment problem. Various types of unemployment have been 
classified as casual, seasonal, cyclical, and technological or secular 
unemployment. 

Unemployment is chronic, as well as acute. Although varydng in 
intensity from time to time, the problem of unemployment has been 
continuous. The development of mechanization has been accompanied 
by decreasing regularity of employment. 

Although unemployment is expensive to employers and to society 
in general, its chief burden falls on labor. The baneful effects of unem- 
ployment on workers are both financial and psychological. 

Unemployment is due primarily to imperfect adjustment in the 
demand for and the supply of labor. It arises from the complexity of 
modem industrial society, which is characterized by extreme speciali- 
zation, extensive use of machinery, and roimdabout or capitalistic 
production. Specific causes of unemployment are changes in methods of 
production, shifts in wants of consumers, seasonal occupations, the busi- 
ness cycle, industrial conflicts, and changes in international trade and the 
tariff. 

The labor resen'^e is a human resem'oir from which industry draws 
its workers when needed. Unfortunately, each industry, locality, and 
business organization tends to build up its own labor reserve. Modem 
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economic society is characterized not only by large bodies of irregularly 
employed workers in numerous labor reserves, but also by great armies 
of migratory labor. The seasonal nature of many occupations and the 
c han gi ng character of industry as a whole contribute to migratory labor. 

There are many ways in which unemployment can be reduced on 
individual initiative and by private enterprise. Greater standardization 
of goods and increased stabilization of demand will help materially. 
Manufacture for stock in anticipation of demand will then be possible; 
stabilization of employment will follow. The dovetailing of seasonal 
industries, wherever possible, will help to reduce unemployment. In 
brief, scientific management of industry and comprehensive planning of 
production are the employer’s chief contributions to the stabilization of 
employment. 

There are several ways by which the state can reduce unemployment 
and care for the unemployed. Public labor exchanges help to organize 
the labor market by bringing together the jobless man and the manless 
job. The greater and better utilization of public work will also reduce 
unemployment; this should be curtailed in periods of prosperity and 
expanded in periods of depression, not undertaken indiscriminately in any 
phase of the business cycle without careful and advance planning. 
Finally, there is unemployment compensation. 

Unemployment insurance is neither a pension nor a dole; it is con- 
tractual and may be contributory. Compulsory in character and 
extensive in coverage, unemployment insurance must be supervised by 
the state; it may be administered and subsidized by the state. Scientific 
insurance is on an actuarial basis; i.e., premiums are proportionate to 
degree of risk, and irregular trades must pay higher rates or stabilize 
employment. It also requires adequate financial reserves to provide for 
emergencies. 

Great Britain has had more extensive experience with unemployment 
insurance than any other great nation; it was in existence there before the 
First World War and expanded thereafter. Wisconsin, in 1932, was the 
first and only American state voluntarily to provide mandatory unem- 
ployment compensation. The United States, in 1935, passed the Social 
Security Act, which levied a pay-roll tax on employers. In order to 
secure the refund of this tax collected within their own borders, all our 
states promptly passed unemployment-compensation laws, which differ 
from state to state. 


Questions for Discussion 

1. a. Define unemployment. 

5. Distinguish between the unemployed and the unemployable. 

2. a. Explain what is meant by the incidence of unemployment. 

b. What relationship, if any, does it have to the volume of unemployment? 
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3. DifTerentmte between unemployment as an acute problem and unemployment 
as a chronic problem. 

4. Outline social costs of unemployment to the parties concerned. 

5. Explain unemployment as a maladjustment in the demand for and the supply 
of labor. 

6. a. Outline specific causes of unemployment in our economic system. 
b. Suggest concrete remedies in each case. 

7. a. What is a labor reserve? Why is it necessary? 

6. How can labor reserves be reduced? 

8. a. Cite reasons for and dangers of migratory labor. 
b. Suggest remedies. 

9. a. Do public works make or stabilize employment? Explain. 
b. How can this device be used more effectively? 

10. a. What are some advantages of public labor bureaus? 
b. Give some disadvantages and dangers. 

11. a. Outline essentials of scientific unemployment insurance, 
b. Contrast with doles and pensions. 

12. a. Do you regard the experience of Great Britain with unemployment insur- 
ance as favorable or unfavorable? Why? 

b. \Miat lessons can the United States learn from her experience? 

13. In the long nm, has unemplo 3 rment been increasing, in the United States? 
If so, how much and why? If not, how do you explain the constancy of employment? 

14. a. Show the effect of the business cycle on unemployment, 
b. Show the effect of war on employment. 

Topics for Investigation 

1. Exhaustion of free land and the problem of unemployment. 

2. Unemployment and the business cycle. 

3. Dovetailing seasonal industries. 

4. Machinery and unemployment. 

5. Unemployment and changing fashions. 

6. Reduction of labor reserves. 

7. Labor exchanges in Europe. 

8. Public employment bureaus in the United States. 

9. Unemployment and organized charity. 

10. Louis Blanc and public workshops in France. 

11. Unemployment problem in Great Britain. 

12. Unemployment compensation on the continent of Europe. 

13. Wisconsin’s pioneer law for unemployment compensation. 

14. Unemployment-compensation law of your own state. 

15. Similarities and differences in laws of various states on unemployment 
compensation. 
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CHAPTER XIII 

DEVELOPMENT OF LABOR ORGANIZATIONS 


achievement of legal right of collective bargaining 

1. Ancient Exploitation and Class Struggle. — The oppression of 
workers has existed throughout the ages; it lias assumed many different 
forms. Karl Marx, the German socialist, attempted to outline its 
evolution through the three follovring stages: (1) slavery, (2) sei-fdom, and 
(3) wage slavery. 

Under s ^very th ere was no problem of wages, because the person of 
the slavg'as well as his services, was the property of his master. Serfdom 
represented a slight improvement over slavery, for the serf was legally 
attached to the soil and could not be sold off the estate of his lord.^ Both 
■ conditions represented status, a condition fixed by birth. 

Slavery is older than civilization. The cultured classes of Greece 
and Rome lived in leisure by the exploitation of the ignorant masses. 
During the Middle Ages, the vast slave system of the Roman Empire 
gradually changed to the selfdom of the feudal period. But the amelio- 
ration of the workers was slight; the laboring masses continued to be 
oppressed by the ruthless military classes. 

Class struggle, like the exploitation of labor which engendered it, is 
older than capitalism and the wage system. Slave insurrections and civil 
wars between plebeians and patricians shook the Roman Republic to its 
foundations. During the Peasants’ Revolt of the medieval period, the 
ideal of social and economic equality found expression in the old song 

When Adam delved and Eve span. 

Who was then the gentleman? 

The modern answer to these medieval aspirations was expressed in the 
slogan of the French Revolution, “liberty, equality, and fraternity.’’ 
Echoes of ancient class struggle reverberated during the American Civil 
War in the militant lines of the “Battle Hymn of the Republic.’’ 

2. Modem Changes. — The davra of the modern era saw the expansion 
of commerce and the crystallization of capitalism. As currency came 
into common usage, medieval pajunents in labor and produce gave way to 
money rents and money wages. The rise of capitalism hastened the 
decline of serfdom and the di.sintegration of the manorial system. Serfs 
gradually became free peasants and artisans, who could move about in an 
effort to improve their lot. Nevertheless, the vestiges of serfdom lingered 
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in Western Europe until the French Revolution. The liberation of the 
serfs in Russia and the emancipation of the slaves in America did not take 
place until the middle of the ni neteenth century. 

The industrial revolution caused by the invention of power machinery 
marked the advent of a recent phase of capitalism, which has been 
termed “industrialism.” Political control shifted from the old landed 
aristocracy to the new capitalist class of manufacturers. The workers, 
who had lost ownership of the instruments of production, were exploited 
by these new industrial despots, who rose to power and rode to affluence 
under the factory system. 

Modern workers in manufacturing cities began to demand relief from 
new industrial maladjustments, just as their forefathers had revolted 
against agricultural exploitation in the days of Spartacus and John Ball. 
A different class consciousness developed trade unions and other forms of 
labor organization; modern strikes replaced ancient slave insurrections 
and medieval peasant revolts. The old problem of class struggle now 
expressed itself in a conflict between capitalists and wage earners, between 
machine owners called the “bourgeoisie" and macliine operators called 
the “proletariat,” rather than between the enslaved and the free, the 
military and the industrial, or the landed and the landless groups. 

3. From Status to Freedom of Contract. — Status, let us repeat, is a 
condition determined by birth, as, for example, slavery and serfdom. It 
may be illustrated also by a caste system, which has been defined as 
“division of labor gone to seed.” Freedom of contract, on the other 
hand, implies social and economic liberty, as well as civil and political 
rights. Contract involves freedom of choice to accept or to reject con- 
ditions of employment. An individual possesses the legal right to 
bargain as to wages, hours, and general working conditions; he enjoys 
freedom to move about from one employment to another in search of 
better prospects. 

Labor’s transition from status to freedom of contract was accom- 
plished during the emergence of capitalism and the development of the 
wage system. The evolution from serfdom to free peasantry was an 
important feature of the transition from a subsistence economy to an 
exchange economy. Monetary rents, instead of payments in kind and in 
service, were made for the use of land; cash wages were paid to labor. 

The growth of towns also was associated with the rise of capitalism 
and the transition from status to contract. A runaway serf who left his 
agricultural manor often fled to a town and became an artisan. If he 
lived for a year and a day in a free city, he became a free man. The 
medieval doctrine was “ city air makes free.” Medieval towns have been 
termed “little islands of freedom in a sea of despotism.” They were also 
commercial and intellectual centers in an agricultural and provincial world. 
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4. From Master-and-servant Relationships to Those of Employer 
and Employee. — ^ee dom of contract^ which was graduaUv achieved by 
the -^Torkers, slowlj’ found its vay into the law of the land. At firet, it 
was implied in the common law’; still later, it was expressed in written 
statutes. But the early legal mew^ of the relations between the two 
contracting parties w'as that of master and seiwant. The present legal 
concept of emplojmr and employee is rather recent, as viewed in the long 
perspective of history. Even today, labor law still affords some survivals 
of the earlier master-and-servant relationsliip, which have been carried 
over from the former era of status enforced by centuries of tradition. 

The master-and-sen^ant relationship was not strange under the guild 
system, when an apprentice boy w’as expected to seiwe his master while 
he learned his trade. Xor was it so bad under the domestic system, when 
the famil}’^ was the economic unit and while industrial relationships still 
w’ere personal. But wnth the factory system and the impersonality of 
modem economic life, such a legal concept became both antiquated and 
imjust. 

At present, the labor movement is going through another period of 
transition, as important as that from status to freedom of contract or 
from master-and-ser^mut relationships to those of employer and employee. 
It may be expressed as a transition from individual to collective bargain- 
ing or from industrial paternalism to industrial democracy. 

6. General Trends. — The general evolution of labor may be sum- 
marized in the following outline, which includes the first tw'O obvious 
stages listed by Marx but not his third obnoxious stage, which is stig- 
matized, rather than described, by his use of the prejudicial term "wage 
slaver^''.” 

Evoiuxiox OF L.vBon 

1. Status (social) — fixed by birth or conquest: 

a. Slavery (ancient). 

h. Serfdom (medieval). 

2. Freedom of Contract (political) — guaranteed by law; or Wage 

System (economic) — ^influenced by unequal conditions : 

a. Master-and-seiwant relationships (early modem times). 

b. Employer and employee relationships (later modern times). 

3. Collective Bargaining — negotiated by groups of nearly equal 

power: 

a. Industrial democracy succeeds industrial autocracy as 

political democracy earlier succeeded political autocracy 
(present); legalization of collective bargaining. 

b. Collective bargaining develops responsibility as it achieves 

recognition (future). 
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6. Nature and Types of Collective Bargaining. — The term “collective 
bargaining” is as indefinite as are the terms “wage system” and “freedom 
of contract.” In its broadest sense, collectiv e bargaaning.. may be 
defined as group instead of individual competition and as agreements 
between organized associations rather than isolated individuals. The 
more pleasant term “collective negotiation” is now being substituted 
for the older expression “collective bargaining.” 

Specific practices of collective bargaining will be treated later in 
Chaps. XV and XVI. A case can be made for or against each of them. 
Some are desirable but others are undesirable. Some are necessary to 
secure or to maintain collective bargaining but others are not. Hence it 
is desirable to appraise every weapon of collective bargaining separately, 
as well as in relation to each other and to collective bargaining in general. 
The basic principle has become accepted and written into law, but 
particular forms of collective bargaining are debatable. 

Finally, the term “collective bargaining” may be used in its political 
and social settings. Even the economic aspects of collective bargaining 
transcend mere industrial disputes. Obviously, collective bargaining 
can be used both by employers and by employees. 

7. Origins of Collective Bargaining. — Although collective bargaining 
has been given new forms and an added importance by the changes of the 
industrial revolution, it antedates modern industrialism. Indeed, collec- 
tive bargaining is as old as, or even older than, capitalism and the wage 
system. It may be traced as far back as the medieval charters which the 
townsmen received from their local dukes or distant kings; these were 
essentially collective contracts containing certain privileges and specific 
exemptions from feudal obligations. Medieval guildsmen also practiced 
collective bargaining and had mutual understandings with their fellow 
members as to quality of goods, prices, output, and general working 
conditions. 

8. Medieval Guilds and Modem Trade Unions. — Interesting com- 
parisons can be drawn between medieval craft guilds and modern trade 
unions as associations for collective bargaining. Essential differences, 
however, lay in the former absence of power machinery, the factory 
system, and large-scale production. In an age of craftsmanship and 
production by hand tools, an apprentice expected to become a journey- 
man, and a journeyman had the practical possibility of becoming a master 
workman. Considerable skill but only a moderate amount of capital 
were necessary. Moreover, master and apprentice worked side by side 
in the same shop. Industrial relations were personal and even parental. 
These differences in fundamental conditions must be remembered in com- 
paring the collective negotiation of medieval craft guilds with that of 
modern trade unions. 



DEVELOPMENT OF LABOR ORGANIZATIONS 


329 


9. Business Organizations Gain National Favor and Limited Liability. 
The transition period from medieval to modern times witnessed the rise 
of commerce and the growth of foreign markets. Nationalism succeeded 
feudalism, and imperialism ended provincialism. Mercantilism was in 
the ascendancy and colonial empires were in the making. Kings and 
queens granted royal favors to soldiers of fortune and merchant princes. 
National charters were later issued to trading companies for their distant 
enterprises. Great companies, such as the British East India Company, 
replaced trading guUda and merchant adventurers. Many of the new 
companies possessed monopoly privileges from the very beginning. 

As the principle of limited liability developed, the modem business 
corporation took on its present form. Special charters were granted to 
banks, turnpike and canal companies, and, later, railroads. Although 
the power of collective action expanded with the formation of modern 
industrial corporations, the right of free association and even special 
privileges continued to be granted to these business organizations. 
Governmental hostility toward the collective action of capitalists was not 
expressed nearly so promptly or so vigorously as toward the collective 
action of workers. Indeed, governments often condoned many of the 
monopolistic practices of early groups of capitalists. 

On the other hand, as we shall now see, labor’s first attempts at united 
action — collective bargaining — and even its very expression of the ancient 
right of free association were viewed with suspicion. Early trade unions 
were regarded as criminal conspiracies at law and bitterly opposed by 
strong governmental policies of repression. 

10. Organization of Workers Opposed under Both Mercantilism and 
Liberalism. — The prevalent economic philosophy of early modern times 
was that of mercantilism, which favored governmental regulation of com- 
merce and industry. Powerful monarchs sought to regulate foreign trade 
and domestic prices. Thus the English Statute of Apprentices attempted 
to limit the wages of workers; the Assizes of Bread and Ale sought to fix 
the prices of these food staples. 

On the other hand, the economic philosophy of _ liberalism, which . 
succeeded that of mercantilism toward the end of the eighteenth century, 
represented the doctrine' of governmental noninterference with industry. 
Consequently, the problem of wage determination was viewed differently, 
although the actual result of both attitudes was similar, m., the .suppres- 
sion of wages and the oppression of workers. 

The classical economists contended that wages were limited by the 
supply of capital available for the subsistence of workers. Any arbitrary 
political interference with the fundamental economic law of supply and 
demand was regarded as a futile and an unwarranted attempt of organized 
labor to raise wages above a certain natural rate. Early trade unions in 
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England were viewed by economists with disdain or despair; they were 
actively opposed by the very government which professed a policy of ' 
laissez faire toward business and which practiced a “hands off” policy 
toward industrial abuses. 

11. Combination Acts and Conspiracy Doctrine. — The Combination 
Acta were a series of laws passed by the British Parliament to prevent 
either employers or employees from combining to raise the prices of their 
commodities or services. The law proscribed specifically all agreements 
among workers to raise wages, to shorten hours of work, or to improve 
conditions of employment. Justices of the peace were empowered to 
punish members of such combinations. Under the Combination Acts 
some labor leaders were imprisoned and others were deported to Australia. 

Early trade unions in England were conspiracies under the common 
law, as well as under such specific statutes as the Combination Acts. As 
late as the opening of the twentieth century, a British court pointed out 
the legal significance of collective bargaining in the following analogy, 
which pictured vividly the old doctrine of conspiracy. 

“A grain of gunpowder is harmless but a pound may be highly destruc- 
tive.”^ 

12. British Trade Union Acts. — ^British statutes expressly forbidding 
trade unions were repealed in 1824. An act giving some legal recognition 
to collective bargaining was passed the following year. It was not until 
about a half century later, however, that trade unions acquifedTull legal 
sanction with the passage of the Trade Union Acts between 1871 and 1875. 
The Conspiracy and Protection of Property Act of 1875 was especially 
important; it declared that no act which was not criminal if committed by 
an individual was conspiracy when committed by two or more persons 
acting in combination. This law has been regarded as the Magna 
Charts of British trade unions, for it freed them from the burden of the 
former doctrine of conspiracy. 

The British House of Lords, in the important Taff Vale case of 1901, 
assessed a union of railway workers for large damages done to the com- 
pany injured by violence during its strike. The dearly won freedom of 
British trade unions seemed as seriously threatened by the new legal 
doctrine of liability as by the old legal doctrine of conspiracy. Conse- 
quently, in 1906, Parliament passed the Trade Union Disputes Act, which 
placed labor organizations on a plane of equality with employers’ associ- 
ations. The Trade Union Disputes Act relieved both types of organi- 
zation from liability for damages from acts done in connection with trade 
disputes. Under this law, the British court must discover and punish 
the individual criminals or the specific consph’acy of criminals. It can- 
not diffuse responsibility over the entire membership of the trade union 

* Quinn v. Leathern, British Appeal Cases, p. 45, 1901. 
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which is a party to the industrial dispute in which the violence is 
perpetrated. 

13. Present Legal Status of Collective Bargaining in Great Britain. — 
The present legal status of collective bargaining in Great Britain has been 
described ^ follows: 

'ffiithTEnglish law, there are no doubts as to the legality of labor unions or of 
employers’ associations. Both the lockout and the strike are legal, as are the 
boj^cott and the blacklist.^^^^Ptfrallel to the right of employers to get new workmen 
is the right of the strikers to picket peacefully and to induce them to abstain from 
working. England’s policy is to allow both sides a free hand for a fair fight. It 
ignores the motives w'hich underlie labor disputes. It does not interfere until the 
line of intimidation and violence has been crossed. This is a line definitely 
established by statute, and not left whollj' to the courts. The British law has 
the merits of certainty and practicality. 

The most radical departure in the British Trade Disputes Act must still be 
noted. It is the exemption of trade unions and employers’ associations and their 
members from all responsibility in tort for wrongful acts alleged to have been 
committed in their behalf. This was Parliament’s answer to the Taff Vale case. 
It made it impossible to maintain any damage suit against a trade union or an 
empl 03 ''ers’ association. This is a greater prmlege than the limited liability 
of business corporations. The liability is not merely limited; it is removed in 
toto. Even though a union may be responsible for acts of violence, it cannot be 
sued for the damage it caused. Our courts hold the members of labor unions to 
the unlimited liability of partnerships; in England they are not liable at all.^ 

14. Status of Collective Bargaining in the United States. — There has 
been a striking contrast betw'een the legal status of collective bargaining 
in the United States and in Great Britain. Although American trade 
unions were not forced to go through such a severe struggle for existence 
as did the first English trade unions, their legal freedom and economic 
powep'fvere achieved later here than in the mother country. 

\Xt the present time, the right of trade unions to exist in the United 
States is not denied, but in certain states labor orgai^ations which are 
committed to syndicalism are illegal in themselves. 'v^Although the empty 
right of collective bargaining is not denied by the laws of any state, 
certain weapons of collective bargaining have been outlawed in many 
American states. Federal recognition of the principle of collective 
bargaining was finally secured in the National Industrial Recovery Act 
of 1933 and the National Labor Relations Act of 1935, to be discussed 
later. 

The old doctrine of conspiracy long obscured the legal status of 
collective bargaining in the United States. The question of motive also 

* Commons, J. R., and J. B. Andbews, “Principles of Labor Legislation,’’ rev. 
ed., pp. 133 and 134, 1927. 
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influenced the legality of labor disputes. Finally, labor organizations in 
the United States did not enjoy the same freedom from legal liability for 
acts of their members and sympathizers as in Great Britain. 

In this country, coUective bargaining is restricted by constitutional 
as well as by statutory law. The doctrine of judicial review has meant 
that the courts can declare some legislation unconstitutional. Many 
labor laws have been held to be violations of such constitutional guaran- 
ties as that of freedom of contract, held by the courts to be implicit in the 
property right, guaranteed under the Fifth and Fourteenth Amendments. 

In the last place, many laws concerning collective bargaining, like 
most other problems of labor legislation, fall within the residual powers of 
the individual states. Hence laws concerning the rights and powers of 
collective bargaining vary from state to state. This lack of uniformity is 
further complicated by the variety of court decisions in different states. 
The federal character of our American government, as well as its con- 
stitutional nature, has served to confuse, if not to lower, the general 
status of collective bargaining in this country. It will be seen that some 
practices of labor organizations are legal in some states but illegal in 
others, as well as valid at one time and invalid at another. 

16. Sherman Act and Clayton Act. — The most important economic 
power of the Federal Government, which is specifically granted to it in the 
Constitution, is that over interstate commerce. Laws passed by Congress 
for the regulation of interstate commerce may affect the legal status of 
collective bargaining. An outstanding example is the Sherman Antitrust 
Act of 1890. 

Although trade unions themselves have not been regarded as combi- 
nations in restraint of trade, many practices of collective bar gaining have 
been viewed as unwarranted interferences with interstate commerce and 
as combinations in restraint of trade. Thus the boycott maintained by 
the Danbury Hatters was held by the United States Supreme Court to 
violate the provisions of the Sherman Act. Under the provisions of this 
law, triple damages of about $300,000 were awarded to the Loewe Hat 
Company.* 

The Clayton Act of 1914 was then heralded as the American Magna 
Charta of labor. It proclaimed that “the labor of a human being is not 
an article of commerce.”® 

In addition to this general denial of a commodity theory of labor, 
the Clayton Act specifically provided that the antitrust laws should not 
be construed to forbid the existence of labor organizations or to restrain 
their members from carrying out “legitimate objectives.” But the 
Sherman Act never had been interpreted as a denial of the right of labor 

‘ Loewe v, Lawler, 208 U.S. 274, 1908. 

* Sec. 6 of the Clayton Act. 
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organizations to exist; even though it had been construed to restrict 
certain weapons of collective bargaining. This legalization of objectives, 
which were already legitimate, was as unnecessary as the declaration of 
the human character of labor was platitudinous. 

The Clayton Act, how-ever, did seek to remedy some weaknesses of 
collective bargaining under the Sherman Act. It sought particularly to 
strengthen labor’s weapon of the boycott and to lessen management’s use 
of the injunction. But, as will be shown in Chap. XVI, the high hopes 
of labor leaders w’ere not realized in either of these two respects. The 
Claj'ton Act failed to clarify the legal status of labor organizations or to 
strengthen their weapons of collective bargaining. 

16. Nature and Significance of Doctrine of Conspiracy. — The doctrine 
of conspiracy has more than historical significance in connection w'ith 
collective negotiation in the United States. Consequently, it is highly 
important to have clearly in mind the essential nature of a conspiracy 
and to be able to distinguish between lawful combinations of labor and 
unla^vful conspiracies. The following court decision clearly defines a 
conspiracy. 

A conspiracy is a combination of two or more persons, by some concerted 
action, to accomplish some criminal or unlawful purpose, or to accomplish some 
purpose, not in itself criminal or unlawful, by criminal or unlawful means.^ 

One of the most serious features of a conspiracy is the fact that all 
members of it are held responsible for the acts of all fellow conspirators 
in seeking their common ends. On the other hand, the doctrine of limi ted 
liability and the legal fiction of the corporation as a fiduciary person make 
it possible for individuals in business not only to restrict their financial 
responsibility, but also to escape the consequences of some of their actions 
by passing them on to the corporation, which can be fined but which can- 
not be imprisoned. 

17. Collective Barg aining Freed from Conspiracy Doctrine. — A com- 
bination of workers to raise wages, w'hich was originally regarded as 
conspiracy, is now viewed as legal. If it can be showm, however, that a 
combination of workers exists for the express purpose of injuring an 
employer or a group of employers, such a labor organization is an illegal 
conspiracy. The same is true of an organization which accomplishes or 
seeks to accomplish a legitimate objective, such as raising wages, by 
unlawful means, such as the destruction of the employer’s tangible wealth 
or intangible property rights. 

The Norris-La Guardia Act of 1932, to be discussed later, embodied in 
Federal law the judicial principle that any act legal w'hen done by an 

' Commonwealih ti. Hunt, 4 Metcalf 111, Massachusetts, 1842. 
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individual was likewise legal when done collectively. It was a denial of 
the former doctrine of conspiracy. 

18. Collective Bargaining and Property Rights. — As the indictment of 
labor organizations as conspiracies weakened, a new legal doctrine was 
sought to take its place. This was discovered or developed in the concept 
of business as property. Good will or the established relationship of a 
going concern came to be regarded by the American courts as property. 
Moreover, the concept of property was expanded to cover the right to 
enter and do business; it was stretched to imply unhindered access to the 
commodity and labor markets. 

Labor disturbances may threaten the destruction not only of physical 
wealth, but also of intangible rights, among which are the right to do 
business. Strikes may jeopardize the good will of an enterpriser; boy- 
cotts may limit the sources of his materials or the outlets for his products; 
picketing may restrict his access to the labor or consumer market. 

Under this broadening concept of business as property, the courts 
extended the use of injunctions by employers to prevent not only the 
destruction of human life and material wealth,, but also to check the 
impairment of the intangible right to do business. The general problem 
of the use and abuse of injunctions in labor disputes will be discussed in 
Chap. XVI. It is to be noted here merely that the former role played 
by the old doctrine of conspiracy has more recently been enacted by the 
injunction in restricting the legal status of collective bargaining by 
workers through an expansion of the employer’s property right to do 
business. 

19. Legal Responsibility of Labor Organizations. — VTxen labor dis- 
putes are accompanied by acts of violence, the question as to the legal 
responsibility of the labor organization concerned becomes both difficult 
and important. The destruction of property in such crises has often been 
done by irresponsible individuals, within or without the union, rather 
than by the labor organization itself. Nevertheless, damages against 
suspected unions, instead of convicted individuals, have been awarded 
by some American courts. 

If labor organizations enjoyed complete immunity from acts of 
violence and deeds of destruction growing out of labor disputes, it would 
be possible for their angry members to terrorize employers into granting 
their demands. Even under ordinary conditions it is not easy to appre- 
hend and to convict criminals. During a labor dispute, popular opinion 
frequently sides with the workers; arrests, evidence, and convictions are 
difficult to obtain. 

In labor cases of civil suit in lieu of criminal action, the worker 
sued is apt to have so little property that adequate damages for the 
losses sustained are frequently impossible to collect, even if awarded. 
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The only redress of the injured employer then is to attach funds of the 
union and to hold the labor organization as a whole responsible, as far 
as possible, for the damages done by its officers, members, or sympathizers. 

The responsibility of labor organizations and of their officers and 
members was affirmed in the Danbuiy Hatters case. It was reaffirmed 
and expanded in the suit of the Coronado Coal Company against the 
United Mine Workers. Considerable destruction of property had been 
done by a mob during a strike in Arkansas. Accordingly, the Coronado 
Coal Company brought suit under the Sherman Act against the United 
Mine Workers for damages of over a half million dollars, in addition to 
ciiminal prosecution of those individuals charged specifically with the 
perpetration of unlawful acts of violence. The United States Supreme 
Court' awarded damages and established the principle that labor unions 
and their individual members are responsible almost without limit for 
all unlawful acts of their union officers and of agents whom they had in 
any manner authorized or sanctioned. Continuous membership in the 
union, after publicity had been given to the unlawful acts done in its 
behalf, was sufficient of itself to constitute approval thereof. 

Labor leaders bitterly resented this Supreme Court decision fixing 
responsibility of labor organizations in industrial disputes. They 
pointed out that leaving their union often involved loss of insurance 
benefits, termination of friendly associations, and, perhaps, elimination 
of the only organization for collective bargaining in its field. Although 
there are good reasons why members of trade unions should be less 
responsible than stockholders in a corporation for the acts of their officers 
or agents, this court decision made them even more responsible. 

20. Norris-La Guardia Act. — Such court decisions as those rendered 
in the Danbury Hatters and the Coronado Coal cases were bitterly 
criticized by labor leaders and liberal statesmen. As a result of popular 
agitation, the Norris-La Guardia Act was passed by Congress in 1932. 
Section 4 of this act, which sought to limit use of injunctions in labor 
disputes, will be treated in Chap. XVI. Section 5, which denied con- 
spiracy, and Sec. 6, which lifted liability, will be outlined below. 

■ Section 5 of the Norris-La Guardia Act attacked the old common-law 
principle of conspiracy which held that an act when lawful when done by 
one person might be unlawful when done collectively. It affirmed the 
long-accepted British principle that no person engaged in a labor dispute 
should be judged guilty of conspiracy merely because of collective action. 

Section 6 disavowed blanket responsibility for things done by indi- 
vidual union members, such as was implied in the Danbury and Coronado 
decisions. It provided that no Federal court should hold any union 

' United Mine Workera v. Coronado Coal Company, 259 U.S. 344, 1922; Coronado 
Coal Company v. United Mine Workera, 268 U.S. 295, 1925. 
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agent, officer, or member liable for unlawful acts committed in the course 
of a labor dispute “except upon clear proof of actual authorization, 
participation or ratification of such act.” Such a position also is in line 
with the long-accepted principle of British law. It puts the burden of 
proof on the accuser and not on the accused. It makes necessary the 
apprehension of the individual criminal or criminals and does not diffuse 
responsibility over an entire organization. 

The passage of the Norris-La Guardia Act was hailed as another great 
victory of labor and as another decisive triumph of human rights over 
property rights. Early court decisions, however, were discouraging; 
they limited the coverage of the Norris-La Guardia Act to interstate com- 
merce. Consequently, individual states found it necessary to pass their 
own state laws similar in aim and content to the Norris-La Guardia Act. 

21. Incorporation of Trade Unions. — The right of incorporation, which 
is possessed by labor organizations, is rarely used by them. Although 
most states permit incorporation of trade unions and the Federal Govern- 
ment has authorized incorporation of national unions, such a policy has 
generally been opposed by labor leaders, who fear that incorporation 
would facilitate attachment of funds of trade unions after the rendition 
of unfavorable verdicts and that tmde unions might be made more 
vulnerable to court injunctions. 

On the other hand, employers have advocated incorporation of labor 
organizations as a means of increasing labor’s responsibility. They have 
felt that incorporation of trade unions would facilitate prosecution of suits 
for breach of contract and might increase the possibility of collection of 
damages, if awarded to an employer against a labor organization. 

The extent to which incorporation would increase the responsibility of 
labor organizations is doubtful. Incorporation generally carries with it 
limited liability. It might be more difficult to collect damages from a 
corporation than from individuals or unincorporated associations, such as 
the Danbury Hatters and the United Mine Workers, who were sued 
successfully by the Loewe Hat Company and the Coronado Coal Com- 
pany. It is still possible for an unincorporated union to be sued in the 
courts for a breach of contract or for a violation of the law; a verdict 
may be rendered and damages awarded against it. Not only can the 
union funds be attached, but some or all of its individual members may be 
held liable, in whole or in part, for damages awarded against the union. 

22. Collective Barg aining of Labor and Capital Compared. — ^The 
legal status of labor organizations has been threatened by the lingering 
doctrine of conspiracy; it has been challenged by the expanding concepts 
of property and freedom of contract. While business corporations have 
enjoyed limited liability, members of labor organizations have been held 
to account for the actions of their officers and sympathizers. 
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This legal disparity is intensified and not offset by a similar dis- 
equilibrium in the economic positions of the two parties. Labor is a 
more perishable commodity than capital. The resources of workers are 
generally less than those of their employers. Loss of ownership of the 
instruments of production without compensatory development of labor 
organization results in inferior bargaining power of the workers. 

The social, as well as the economic, contrast is drawn as follows. 

The issue of the desirability of collective bargaining by labor is much confused 
by the parallel of the combinations to control prices. Combinations to monopo- 
lize commodities are against public policy; why then should labor unions be 
favored in the law? This parallel overlooks the vital distinction between com- 
modities and labor. The “commodity” labor can never be divorced from the 
human being, the laborer. The labor contract is a bargain, not only for wages, 
but also for hours of labor, physical conditions of safety and health, risks of acci- 
dent and disease. Labor cannot be placed upon the same plane with commodi- 
ties, which are external and inhuman. It is in the interest of the public that 
the most favorable conditions of labor shall prevail. Since labor constitutes such 
a large part of the public, the general welfare depends intimately upon its advance- 
ment. While the public suffers from high prices, it benefits from high wages.* 

23. Collective Bargaining under the National Industrial Recovery Act. 
It would seem, then, that the more powerful business interests had been 
favored by the law and by the courts. The workers, less powerful 
economically, had also been less fortunate politically. And aU this 
despite the oft-repeated assertion that labor is not a commodity and the 
contention that higher wages are not to be viewed with the same appre- 
hension as higher prices. 

The years of depression following 1929 were those of economic dis- 
tress, social unrest, and political panaceas. They were followed by years 
of relief, recovery, and reform, the new three R’s of Franklin D. Roosevelt, 
who appealed at the polls to the masses of forgotten men and who 
repudiated in his campaign speeches the princes of privilege. The New 
Deal was, in effect, an economic revolution; i.e., it turned things about. 
It sought to extend the more abundant life to the underprivileged; it 
likewise sought to redress the balance of power between employers and 
employees by recognizing and fostering the right of workers to bargain 
collectively. Big business went under a cloud of public criticism; labor 
moved from the shadows to the sunshine of political favor. 

The National Industrial Recovery Act of 1933 aflBrmed the right of 
labor “to organize and bargain collectively through representatives of 
their own choosing.” The framers of this law regarded the organization 
of workers into effective and independent groups as desirable as the 
organization of employers into trade associations. The former was to 

* Cosiuoxs and Andrewb, op. cit., p. 126. 
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bargain collectively as to wages, houra, and working conditions; the latter 
was to formulate industrial codes concerning trade policies and practices. 

Labor leaders hailed this legal sanction of collective bargaining as 
another Magna Charta of labor. John L. Lewis, president of the United 
Mine Workers of America, called it the greatest advance in the legal 
status of labor since Lincoln’s Emancipation Proclamation. 

Various labor leaders attempted to interpret the legalization of the 
general principle of collective bargaining by the National Industrial 
Recovery Act as a vindication of the closed shop, walking delegate, and 
other particular forms of collective bargaining, to be discussed later. 
They also sought to capitalize this gain in the legal status of labor through 
an intensive campaign for increased membership in their own unions. 

On the other hand, employers contended that company unions, or 
associations of their own employees, were organizations practicing collec- 
tive bargaining within the meaning of the new law. Indeed, some sought 
to write such an interpretation of the general principle into their own 
industrial codes. These attempts were unsuccessful. Equally fruitless 
were efforts of labor organizations to secure legislation which would com- 
pletely outlaw company unions. Meanwhile it was necessary for govern- 
ment officers to supervise elections in order to determine whether or not 
coercion had been exerted, and which of several rival organizations 
was the real choice of the majority of the workers concerned. In some 
cases it was necessary to deal with two or more organizations within 
the same plant. The issue was sometimes that of company unionism 
against independent unionism, but at other times the conflict was 
between competing independent unions. 

Controversy over the interpretation of the general principle of 
collective bargaining and contention among rival labor organizations 
for the coveted position of the workers’ choice were abruptly halted 
by the decision of the United States Supreme Court declaring unconsti- 
tutional the National Industrial Recovery Act. This important decision* 
invalidated the principle of collective bargaining contained therein and 
the various industrial codes formulated thereunder. 

24. National Labor Relations Act. — The decision of the United States 
Supreme Court invalidating the National Industrial Recovery Act 
repudiated the previous legalization of the general principle of collective 
bargaining. If this principle was to be saved and perpetuated, prompt 
action and new legislation were needed. Accordingly, the National 
Labor Relations Act, known popularly as the Wagner Act, was passed 
some weeks later in the same year, 1935. The new law, like its predeces- 
sor, was based on the interstate commerce powers of the Federal Govern- 
ment; but it avoided the previous mistake of delegating legislative power 
* Schechter Poultry Corporation v. United States, 295 U.S. 495, 1935. 
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to the executive branch of government and so withstood successfully 
the charge of unconstitutionality.* 

a. Provisions . — The National Labor Relations Act reaflSrms the 
general principle contained in the National Industrial Recovery Act; it 
guarantees to workers the right to bargain collectively through repre- 
sentatives of their own choosing. Moreover, the principle of majority 
rule is added. The employer must recognize and negotiate with whatever 
union the majority of workers in his plant designate. This makes it diffi- 
cult for him to foster rival unions and to play one union off against another. 

The law legalizes the union shop, but it does not enforce the closed 
shop. It does compel the employer to treat with whatever union the 
workers choose whenever the majority of them so decide. But the law 
does not compel every worker in a unionized shop to join that union 
or even to join any union, nor does it force the employer to liire and to 
retain only union men, even though he cannot discharge a man for union 
membership or organization activity. It does not require the checkoff, 
under which the employer deducts union dues from the wages of his men 
and then turns these funds over to the union officers. 

The law does not require the arbitration of industrial disputes; it 
does not deny the right of labor to strike. The purpose of this act is to 
preserve the right- of collective bargaining and not to promote industrial 
conciliation, which desirable aim is expressed in other laws and exercised 
through other agencies. 

In addition to the promotion of the general principle of collective 
bargaining, the National Labor Relations Act contains a set of specific 
prohibitions of things which the employer may not do. These “don’ts” 
may be grouped roughly about the three D’s of domination, discrimina- 
tion, and discharge. The employer may not interfere in the internal 
affairs of any labor organization, nor may he contribute financially 
toward its support. The employer may not discriminate between union 
and nonunion men or between members of rival unions in his hiring and 
firing; nor may he discharge a worker because of union activity or because 
he filed charges or gave testimony against an employer. The law 
proscribes interference, coercion, or restraint of employees by employers, 
just as it prescribes that the employer must bargain collectively with the 
accredited representatives of the majority of his workers; these prohibi- 
tions are regarded as essential to the fundamental prescription. 

Finally, the law created an administrative agency to enforce the 
general principle of collective bargaining, to investigate charges of dis- 
crimination or coercion, and to supervise plant elections. This agency 
is known as the National Labor Relations Board; it consists of three 

^National Labor Relations Board o. Jones and Laughlin Steel Corp., 301 XJ.S. 
1, 1937. 
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members appointed for 5-year terms by the President of the United States 
with the approval of the Senate. 

b. Procedure . — The National Labor Relations Board has established 
regional ofiBices to hear cases of alleged discrimination or coercion within 
their respective jurisdictions. An employee may report directly, but 
he generally prefers to bring chai-ges through the union of which he is a 
member or an officer. The director of the regional office then orders a 
field investigator to explore the situation and to discover whether or not 
there is sufficient cause to order a trial hearing. If the charge is grave 
and the evidence seems sufficient, the employer is summoned to the 
re^onal office and there given an opportunity to refute the indictment. 
Should the charge of intimidation, discrimination, or coercion be sus- 
tained, the regional director will ordinarily issue a “cease and desist” 
order; he may also penalize the employer judged guilty and order the 
reemployment of the worker or workers unfairly discharged, with perhaps 
payment of back wages. 

c. Criticism . — Employers have bitterly criticized the National Labor 
Relations Act, because it interferes with their former right to hire and 
fire as they choose. They contend that the act is one-sided in that it 
favors labor but hampers employers. This criticism is tnie but unfair. 
The law was specifically intended to balance the disparity between the 
economic powers of the two parties by granting to workers the legal 
right to bargain collectively through representatives of their own choosing 
and by enforcing that right through legislative prohibitions and adminis- 
trative procedures. 

When an attempt is made to redress a wrong or to right a disequi- 
librium, the result is often to throw the scales of justice from one side 
to the other. Such apparently has been the case with labor relations in 
general and with the National Labor Relations Act in particular. The 
disparity remains, but in reverse and to a lesser degree. 

Opposition has been expressed to the tremendous power vested in 
the National Labor Relations Board. It is contended that this body 
should confine itself to matters of fact and leave to the courts matters 
of law. Considerable dissatisfaction has resulted from “unfair” meth- 
ods of procedure and from delays in the disposition of cases. Employers 
have claimed that decisions have been biased in favor of labor and that 
management has been convicted in advance ■without judicial trial. 

Many criticisms might be made of particular parts of the National 
Labor Relations Act and of specific features of its administrative pro- 
cedure. But more important than the petty sins of commission are 
the great sins of omission. Intimidation and coercion of employees by 
employers are forbidden by the law, and properly so. But intimida- 
tion of workers by other workers and coercion of unorganized 
employees by organized employees are equally 'vicious and even more 
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common. The law is silent, however, on this point, which might well be 
covered by supplementary legislation. Again, if an employer is for- 
bidden to aid a company union and to interfere in union affaire, by what 
right can union leaders ask employere to perform the checkoff service, to 
collect union dues, and to maintain union membership? 

d. Similar State Laws . — The Federal Government has power over 
interstate commerce, but individual states possess jurisdiction over 
intrastate industry. Hence the legalization of labor’s right to collective 
bargaining requires state, as well as Federal, action. Consequently 
and subsequently, certain states have passed laws similar in purpose 
and procedure to the National Labor Relations Act. It will be remem- 
bered that the Norris-La Guardia Act was likewise supplemented by 
similar state laws. In this way our national life is Avorking slowly but 
voluntarily toward a more uniform pattern of social and economic 
legislation. In contrast, the Social Security Act of 1935 moved us rap- 
idly but coercively toward the desirable goal of legislative uniformity 
through the impulsion of Federal subsidies and the compulsion of a 
Federal pay-roll tax to be returned to cooperating states. 

Summary. — Class struggle and exploitation of workers are far older 
than capitalism and the wage system. Slavery and serfdom were condi- 
tions of status, in which social position and economic function wore 
determined by birth or conquest. In modem times, exploitation has 
decreased and opportunity has increased; status has been replaced by 
freedom of contract; and master-and-servant relationships have been 
succeeded by those of employer and employee. At present, the labor 
movement seems to be undergoing a transition from individual to collec- 
tive bargaining and from industrial paternalism to industrial democracy. 

Collective negotiation among workers is relatively recent. Even 
modern attempts of workers to organize and to bargain collectively were 
bitterly suppressed. Concerted action by employers was opposed less 
promptly and less vigorously. The corporation soon enjoyed limited 
liability, but labor organizations had a long struggle to secure it. 

A conspiracy is a combination to accomplish something illegal in its 
intent or to secure a legal objective in an illegal manner. Early trade 
unions in Great Britain and the United States were regarded as criminal 
conspiracies. As the conspiracy doctrine weakened, the legal concept 
of property rights was advanced to aid the American employer in resist- 
ing the collective negotiations of his employees. 

The legal status of collective bargaining is confused by the federal 
and constitutional character of our government. It is further compli- 
cated by the different laws and court decisions of various states. 

The chief Federal power affecting collective negotiation is that over 
interstate commerce. Under provisions of the Sherman Act, labor 
organizations have been indicted as combinations in restraint of trade 
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when they resorted to strong weapons of collective bargaining. The 
Clayton Act improved the status of labor only slightly. 

The Norris-La Guardia Act sought to tenhinate the old doctrine 
of conspiracy and to limit the liability of trade-union members and 
officers. The National Industrial Recovery Act, declared unconsti- 
tutional, and the National Labor Relations Act, sustained by the courts, 
affirmed the right of labor to bargain collectively through representatives 
of their own choosing. The National Labor Relations Board was cre- 
ated to enforce this right of workers and to prevent employers’ domination 
of union affairs, discrimination against union members, and discharge of 
union leaders. The New Deal assured the legal status of labor and the 
right of workers to organize effectively and to bargain coUectively. 

Questions for Discussion 

1. a. Distinguish between status and freedom of contract. 

6. Differentiate slavery from serfdom. 

2. Compare medieval guilds with modem trade unions. Relate to collective 
negotiation. 

3. a. Define a conspiracy. 

b. Show its significance to labor organizations. 

4. Compare the legal status of labor in Great Britain with that in the United 
States. 

5. What factors serve to confuse the legal status of collective negotiation in the 
United States? How? Why? 

6. o. Show effects of the Sherman Act on collective negotiation. 

6. Give influence of the Clayton Act on legal status of labor. 

7. a. How may an extension of the power of collective bargaining affect property 
rights? 

6. How may an extension of the concept of private property affect rights of 
collective bargaining? 

8. Why have labor organizations been held responsible for damages growing out 
of industrial disputes? Give examples and reasons. 

9. a. Compare the collective-negotiation privileges of labor with those of capital. 

6. Contrast governmental restrictions in the two instances. 

10. Make out a case for or against incorporation of labor organizations. 

11. Outline recent progress toward the legalization of collective bargaining in the 
United States. 

12. Give the main features of the National Labor Relations Act. 

Topics for Investigation 

1. Economic factors in the struggles between Roman plebeians and patricians. 

2. Economic causes and effects of peasant revolts in the medieval period. 

3. Economic history as interpreted by Karl Marx. 

4. Early English trials of labor leaders for conspiracy, 

5. Concept of the right to do business as private property. 

6. Limits of legal responsibility of labor organizations for damages in industrial 
disputes. 

7. Norris-La Guardia Act. 

8. National Labor Relations Board. 
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CHAPTER XIV 

LABOR ORGANIZATIONS AND EMPLOYERS* ASSOCIATIONS 


PRESENT INDUSTBUt ALIGNMENT 

1. Types of Labor Organizations.-^abor organizations are associations 
of workers for the purpose of improving their economic and social condi- 
tions. They may be classified either by their forms or by their functions. 
From the former point of view, there are three structural types of labor 
organizatiom: (1) labor unions, (2) trade unions, and (3) industrial 
unions, v- 

Labor unions, in the strict sense of that term, are of mere historical 
significance. The Knights of Labor may be taken as the best Dlustra- 
tion of this type of organization. All classes of workers were welcomed 
into it; professional men and even employers were sometimes admitted. 
The labor-union movement was humanitarian and idealistic. Instead 
of the strike and boycott, reliance was placed on education, social reform, 
cooperation, and political activity. 

The trade union is an association of workers in a particular craft. 
Its members are chiefly skUled workers. Although there may be federa- 
tions of trade unions, each individual union preseiwes its own autonomy. 
Trade unionism is essentially utilitarian in its aims; it exists primarily 
to bargain collectively for improved conditions. Reliance is placed on 
the strike and other economic weapons. The United Brotherhood of 
Carpenters and most member organizations of the American Federation 
of Labor are trade or craft unions. 

The industrial union cuts across craft lines. It seeks to unite all 
workers in an industry into a coherent and centrally controlled organiza- 
tion. Class consciousness and group solidarity are sought; the two 
extremes of narrow trade unionism and broad humanitarianism are 
avoided. Unskilled, as well as skilled, workers are admitted into 
industrial unions. The United Mine Workers have an industrial 
union. All workers in mines, irrespective of occupation or degree of 
skill, may become members of that organization. The Congress of 
Industrial Organizations, to which the United Mine Workers once 
belonged, is a powerful federation of industrial unions. The Industrial 
Workers of the World was formerly the chief industrial union. 

Industrial unions are vertical organizations, whereas craft unions are 
horizontal in character. Perhaps a better figure would be a series of three 
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concentric circles; the smallest inner circle represents trade unions; the 
next larger, middle one represents industrial unions; and the largest, 
outer circle represents labor unions. Both figures are illustrated by 
Chart 43. 

Organizations of labor have been classified also as follows: (1) busi- 
ness unionism, (2) friendly or uplift unionism, (3) revolutionaiy unionism, 
and (4) predatory unionism.* It will be seen that the results of these 
two classifications are somewhat similar, even though the one is based on 
form of organization and the other on character or function. 

Business unionism is another way of expressing the immediate and 
utilitarian objectives of trade unionism, such as increased wages for a 
particular group of workers. Friendly or uplift unionism is more general 
in its appeal and more idealistic in its aims. Its outstanding examples 
are labor unions in the strict sense of the term. 



Ckabt 43. — Types of labor organizations. 

Revolutionary unionism, as illustrated by the Industrial Workers of 
the World, stresses class instead of craft consciousness. It calls on aU 
workers to unite in an attempt to overthrow capitalism and to escape 
from the bondage of the wage system. Revolutionary unionists include 
syndicalists, who would establish an industrial commonwealth by direct 
action. 

Predatoiy unionism may be regarded as business unionism conducted 
for the selfish interests and personal gains of its leaders. It has little 
regard for the welfare of rank-and-file members of the union or for the 
success of industry as a whole. like the political machine in our cities, 
with which it may be associated, predatory unionism is corrupt and boss 
ridden; without definite aims, its course of action is expediency and 
opportunism. Predatory unionism has often been characterized by 
violence and terrorism. It has been termed a “racket.” 

Both these classifications omit company unions, which are associations 
of the workers of a particular plant or business concern. They follow 
the financial or corporate organization of the employer. Because they 

1 Hqxib, E. F., “Trade Unionism," rev. ed., pp. 44-52, 1923. 
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have been organized by management or have been subservient to it, 
company unions are not regarded by their critics as part of the labor 
movement. Employee organizations will be treated in Chap. XIX. 

2. Early Trade Unions in America. — Colonial America was agri- 
cultural; the labor supply was augmented by slaves and indentured 
servants. Manufactures were relatively unimportant until the War of 
1812, and large-scale industrialism was not established until after the 
Civil War. Before the advent of the factory system, however, craft 
organizations of skilled artisans had developed in our larger towns and 
cities. In the first quarter of the nineteenth century these organizations 
of labor became significant in our national life. 

The modem trade union or association of allied craftsmen may be 
said to have originated in 1827 with the Mechaiucs’ Union of Trade 
Associations in Philadelphia. Similar organizations were formed in other 
cities, and labor parties were organized in several states. A National 
Trades Union held its first annual convention in 1834. Carpenters, 
cordwainers, printers, and other skilled mechanics were represented by 
their respective national trade unions. 

These labor organizations expressed themselves vigorously against 
imprisonment for debt, convict labor, and sweatshops; they were favor- 
ably disposed toward the 10-hour day, free schools, and mechanics’ lien 
laws. But the early trade-unionist movement in America soon lost its 
identity in the general humanitarian movements of the ante bellum 
period. Abolitionists were interested in the elimination of slavery and 
perfectionists were intrigued by cooperative communities. Disgruntled 
individuals and idealists could go west to seek their fortunes and to carry 
civilization to the frontier. 

3. National Labor Union and Knights of Labor. — The great industrial 
development which followed the War between the States stimulated the 
organization of labor on a vaster scale than ever before in America. 
Every large city had its trades’ assembly composed of most organized 
crafts. The, National Labor Union was formed in 1886; it held annual 
conventions for the following six years. Meanwhile the trade-union 
movement had been temporarily eclipsed by the rise of labor unionism. 

The Noble Order of the Knights of Labor was founded by a tailor in 
Philadelphia on Thanksgiving Day, 1869. At first it was a secret organ- 
ization with an elaborate ritual. This was abandoned when the move- 
ment spread from the garment workers to those of other trades. The 
Knights of Labor ceased to be a local organization, as its ideal expanded 
into that of an amalgamation of all workers into one great labor union. 

The original policy of the Knights of Labor was to discourage strikes 
and boycotts. It relied on educational and political action instead of 
these economic weapons. Through cooperative means and a campaign 
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of education, it hoped to abolish the evils of the wage system and to 
substitute a cooperative commonwealth. 

For a decade or two, the Knights of Labor was a powerful force in our 
national life, but its zenith was reached in 1886, when its membership 
amounted to over a half million workers. The governmental machinery 
of the Knights of Labor was highly centralized; internal dissensions soon 
arose among local labor unions. Its membership and influence qmckly 
waned. 

4. Origin of American Federation of Labor. — ^The American Federa- 
tion of Labor was founded in 1881, but it was reorganized under its present 
name in 1886. It began as a reaction against the idealistic and central- 
ized labor unionism of the Knights of Labor and as a revival of the more 
practical objectives and independent organization of trade unionism. 
The later disintegration of jthe once-powerful Knights of Labor discour- 
aged political activity on the part of organized labor and encouraged 
reliance on itself and on its own weapons of collective bargaining. 

At the time of its inception in 1881, the affiliated national unions 
of the A.F. of L. possessed a membership of only 40,000, but during 
the next 5 years this number more than tripled; at the time of its reorgan- 
ization in 1886 the A.F. of L. possessed a membership of 138,000. During 
tliis same 5-year period, however, the Knights of Labor had increased in 
membership from slightly over 19,000 in 1881 to almost 703,000 in 1886, 
i.e., to thirty-seven times their original number. In 1881, membership 
in the Knights of Labor was less than half that of their rivals; in 1886, it 
was over five times as great. 

This situation was completely reversed between 1886 and 1893. The 
A.F. of L. continued its steady growth, whereas the Knights of Labor 
decreased as rapidly as it had increased. Membership in the Knights of 
Labor receded from its high-water mark of almost 703,000 in 1886 to 
only 75,000 in 1893; i.e., to one-tenth. On the other hand, memberahip 
in the A.F. of L. increased from 138,000 in 1886 to 260,000 in 1893; i.e., 
it almost doubled. The Knights of Labor failed to survive the depression 
of 1893. The A.F. of L. suffered merely a slight recession, from which 
it rapidly recovered to unchallenged leadership in the labor movement. 

6. Growth and Decline of Trade Unionism. — The A.F. of L. increased 
from a membership of about 250,000 in 1897 to one of approximately 
1,500,000 in 1904. Trade-union membership in general meanwhile rose 
from 500,000 to 2,000,000. These 7 years, then, represented a period of 
vigorous growth for the A.F. of L. in particular, whose membership 
increased sixfold, and for trade unionism in general, whose membership 
quadrupled. 

The following few years constituted a period of stagnation, or perhaps 
one of consolidation. From 1904 to 1909 membership in the A.F. of L. 
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remained at about 1,600,000. Membership in all trade unions likewise 
fluctuated about its former mark of 2,000,000, with no definite upward 
or downward trend. 

The years immediately before the First World War constituted a 
period of slow growth, halted by the incipient depression of 1914, which 
was reflected in the figures for 1915. Nevertheless, from 1909 to 1914, 
membership in the A.F. of L. increased to 2,000,000 and that in all 
trade umons rose to 2,750,000. 

The 5-year period of “war prosperity” from 1915 to 1920 was one 
of rapid growth, in which memberahip in the A.F. of L. doubled from 
2,000,000 to 4,000,000 and that of all trade unions likewise doubled from 
2,500,000 to 5,000,000. 

Retrogression followed expansion during the first postwar depression. 
From 1920 to 1923 membership in the A.F. of L. fell by 1,000,000 and 
that of all trade unions by 1,500,000. The movement sloughed off much 
of the mushroom growth of the earlier period. Nevertheless, it remained 
larger and stronger than it had been before the First World War. 

The period of economic prosperity between the minor depression of 
1921 and the major depression following 1929 witnessed the rapid spread 
of company unionism. With this new rival in the field, the growth of 
trade unionism was arrested; for the first time in its history, membership 
figures did not expand in the prosperity phase of the business cycle. 
Although there were minor fluctuations between 1923 and 1929, there was 
neither net growth nor decline. Membership in the A.F. of L. remained 
at about 3,000,000 and that in all trade unions at about 3,500,000. 

The great depression took a terrible toll from labor organizations, 
striking evidence of which was the decline in union dues. Although not 
so evident in the first year or two, the drop in membership was especially 
severe in 1932 and 1933, by which time the rolls of the A.F. of L. were 
down to their prewar level of approximately 2,000,000 and those of all 
trade unions were reduced to about 3,000,000. 

Following the legalization of collective bargaining in 1933 and 1935, 
membership in the A.F. of L. increased rapidly. Despite the rupture 
with the C.I.O. and the business recession of 1937, the A.F. of L. in 1940 
passed its previous peak of 1920. In 1941, there were 4,569,056 paid-up 
members in the A.F. of L., or more than ever before. 

6. Organization of American Federation of Labor. — ^The A.F. of L. 
is a loose aflHiation of 106 national and international trade unions. 
Relationships are complex and changing. Variety and variation of 
organization are the rule. The individual union is autonomous and 
jealous of its freedom of action. 

Samuel Gompers, former president of the A.F. of L., defined it as 
follows: 
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The American Federation of Labor is a federation of organizations, each of 
which has its own government, determined by its own needs and requirements, 
the result of the experiences of the members of the organization. The right to 
self-government was recognized in the beginning and has been reafiirmed and 
adhered to as consistently as possible. The federation has no powers except 
those which are authorized and conceded by the organizations which compose it. 
These powers are enumerated in its written constitution and in the definite 
direction of the convention.^ 

The local trade union is to the A.F. of L. what the cell is to a biological 
organism, for it is the basic unit of the entire trade-union organization. 
With this as the nucleus, the process of expansion may be vertical, 
horizontal, or both. The locals are required to join the national unions 
of their respective trades. Sometimes there are also state and inter- 
national trade unions. At the same time, a local trade union may 
afiSliate itself with the central labor union of the town or city in which 
it is located. In such a case the combination is termed a “federal 
trade local.” Where the workers in any one craft are too few in numbers 
to form a local for any one particular trade, they may ignore craft lines 
and organize as a federal labor union. 

The national or international trade union is an important unit, for 
sovereignty lies in the individual union, rather than in the federation 
as a whole. Strong national trade unions maintain experienced organ- 
izers and create their own locals, to wliich they may issue charters. 
National unions can render financial assistance to struggling locals, but 
they can also discipline them for going against their general policy and 
that of the A.F. of L. 

The annual convention of the A.F. of L. is important. OfiBcers are 
elected, problems are discussed, and policies are formulated. Each 
national trade union is represented by one delegate for each 4,000 
paid-up members or fraction thereof. One delegate each is allowed 
state federations, city centrals, federal labor unions, and federal trade 
locals. Several fraternal organizations also are represented. An execu- 
tive council, consisting of a president, numerous vice-presidents, a secre- 
tary, and a treasurer, is elected annually. It carries on the work of the 
A.F. of L. from one aimual convention to another. Permanent head- 
quarters are maintained in Washington from the revenue derived from a 
per capita assessment on the membership of the affiliated unions. 

7. American Federation of Labor in Relation to Trade Unionism in 
General. — The A.F. of L. is only a part of the general trade-unionist 
movement of this countiy, although numerically the most important 
part. Trade unionism includes some important but independent craft 

‘ Gomfebs, S., “Labor and the Employer,” chap. 1. 



350 


SOCIAL ASPECTS OF INDUSTRY 


unions not affiliated with the A.F. of L. The Railroad Brotherhoods, for 
example, are independent trade unions. 

Before the formation of the Congress of Industrial Organizations, the 
A.F. of L. included a few unions which were industrial in character and 
not organized along trade-union lines. The United Mine Workers of 
America was for years the outstanding illustration of an industrial union 
affiliated with the A.F. of L. 

Fluctuations in the composition of the A.F. of L., due to the formsr 
tion of new affiliations or the disruption of old ones, are frequent. Hence 
the strength of the trade-unionist movement in this country cannot be 
inferred merely from membership figures of the A.F. of L. Total trade- 
union membership, as just indicated, has been about 25 per cent greater 
than that of the A.F. of L. 

8. Strength of Trade Unionism in Various Occupations. — Changes 
in the type of membership in trade unions are as interesting as fluctua- 
tions in numerical totals. Various periods have been characterized by 
important qualitative, as well as quantitative, changes. Hence an 
analysis of the occupational elements in American trade unionism is as 
necessary as a review of its history. 

The following table shows the relative strength of trade unionism by 
occupations during the decade from 1910 to 1920, which was a period of 
ascendancy for trade unionism. It is apparent at a glance that the hold 


Pebcentage OB' Each iNDirarKr Okganized* 


Industries 

1920 

1910 

Extraction of minerals 

41.0 

27.3 

Manufacturing industries 

23.2 

11.6 

Transportation 

37.3 

17.1 

Building trades 

25. 5 

16.4 

Trade. 

1.1 

1.0 

Professional service 

5.4 

4.6 

Clerical occupations 

8.3 

1.8 

Domestic and personal service 

3.8 

2.0 

Public service 

7.3 

2.5 


> WoibMan, L., “The Growth o£ Axaericoa Trade Unions, 1880'1923,“ p. 86. National Bureau of 
Economic Hescarch, 1924. 

of trade unionism was in the mining, manufacturing, transporting, and 
building industries. Moreover, the increase in trade-union membership 
within this decade was concentrated chiefly within these four industries. 
Membership percentages doubled in manufacture and transportation; 
it almost doubled in mining and building. Trade, the professions, 
domestic and personal service, on the contrary, were, for the most part, 
unorganized; they remained so for the entire period, indifferent to or 
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imaffected by the vigorous growth of trade unionism elsewhere. Finally, 
a third group of occupations, notably clerical and public service, almost 
tripled their percentages organized, even though their ratios of organized 
members to total members were small. 

The American trade-unionist movement was limited almost entirely 
to the artisan group. Agriculture was excluded from its appeal. Even 
within industry itself, trade unions 
attracted only a minority of all 
wage earners. Perhaps the very 
nature of trade unionism restricted 
its appeal to skilled craftsmen. In 
any event, most unskilled workers 
and many semiskilled workers were 
outside the ranks of organized labor 
before 1933. 

Membership in American trade 
unions seems to have been concen- 
trating still further. Chart 44 on 
this page shows that transportation 
and construction continued to be 
the two large occupations highly 
organized. This was due, in part, 
to the fact that both these indus- 
tries were somewhat sheltered from 
the forces of competition and mech- 
anization. Transportation of most 
types has been a natural monopoly 
of organization under govermnental 
regulation. The building trades are 
still primarily handicrafts; they are 
peculiarly local in character. On 
the other hand, mining occupa- 
tions, especially in the bituminous 
industry, were subjected to devas- 
tating competition which wi'ought havoc within those unions. Attempts 
to maintain the closed shop in the organized soft-coal fields against 
opposition from other coal fields, imorganized or nonunion in character, 
failed dismally in the postwar decade. Unions were shattered, funds 
exhausted, and membership dissipated in a series of unsuccessful strikes. 
On the other hand, clothing workers maintained with some degree of 
success their gains in numbers and strength achieved from 1910 to 1920. 

The table on page 352 analyzes trade-union membership by industries 
from 1910 to 1930. In contrast to the former table, the percentages 


other Occupations 
8.6 7o 

l^pftfoiLjranTR gnat Trade l.fto/o 

Mining and Quarrying 4.67o 
Paper, printing and bookbinding 4.8% 


Theaters 5.1% 


Metal, Machinery and Ship Building &9% 


Clothing 7.37o 


Public Service 
7.8 7<. 


Transportation 
2S.9 Jo 


Building 

26.57® 


Ch.\bt 44. — Distribution of trade-union 
members according to occupations in 1930. 
(ilascd on “Recent Social Trends," vol. 2.) 
See table on next page. 
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given here represent the percentages by industries of all organized workers, 
not the percentages of all workers in a given industry who were organized. 


Tbadb-union' Membership Distributed bt Percentaues Accordinq to Fifteen 
Industrial Groups prom 1910 to 1930^ 


Group 

1910 

1920 

1926 

1930 

All groups 

100 

100 

100 

100 

Transportation 

22.0 

24.6 

26.0 

26.9 

Building 

21.0 

17.4 

23.6 

26.6 

Metal, machinery, and shipbuilding 

9.0 

16.8 

6.6 

6.9 

Food, liquor, and tobacco 

6.3 

2.3 

2.0 

1.7 

Paper, printing, and book binding 

4.1 

3.2 

4.4 

4.8 


2.8 

1.0 

1.2 

1.0 

Mining and quarrying 

12.6 

8.2 

11.6 

4.6 

Leather 

2.1 

2.2 

1.6 

1.3 

Clothing 

4.4 

MM 

7.8 

7.3 

Public service 

2.7 


6.4 

7.8 

Textile 

0.9 


1.0 

1.0 


2.8 

1.9 

4.6 

6.1 

P,estaurants and trade 

2.7 

2.8 

1.7 

1.8 

Lumber and woodworking 

1.3 

0.6 

0.3 

0.4 


6.3 

5.9 

4.6 

4.9 



1 “Reconi Social Trends, ’* vol. 2, p. 834. 


9. Industrial Workers of the World, a. Origin . — ^The organization 
known as the Industrial Workers of the World emerged in 1905 at Chicago 
as a merger of such radical grdups as the Socialist Labor Party, the 
American Labor Union, and the Western Federation oL-Miners.^ In 
19.08, differences developed as to the course of action, and the Industrial 
Workers of the World split into two groups which were known as the 
Chicago and the Detroit branches. In 1915, the latter became known 
as the Workers’ International Industrial Union. This group had social- 
ism as its objective and favored political, as well as industrial, action. 
Hence it might be classified as a radical type of socialism. 

The Industrial Workers of the World, i.e., the Chicago branch after 
the secession of the Detroit branch, was syndicalistic rather than social- 
istic. Syndicat is the French word meaning “union.” Syndics were 
really councils of communists. The Industrial Workers of the World in 
America,^ syndicalism in France, revolutionary industrial unionism in 
Great Britain, and bolshevism in Russia were different' national aspects 
of a general world movement. Private property and the political state 
were condemned. Their goal was that of an industrial commonwealth 
of free associations of workers, like the Russian Union of Soviet Socialist 
Republics. 

> This organization later withdrew and joined the A.F. of L. 
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h. Aims . — The Industrial Workers of the World was an industrial, 
not a trade, union. Its aims and practices, as well as its organization, 
afforded a striking contrast to the more conservative A.F. of L. The 
Industrial Workers of the World represented revolutionary, rather than 
evolutionary, unionism. Bitterly opposed to the utilitarian aims and 
conservative methods of trade unionism, the promoters of this labor 
organization sought a union of workers by industries, instead of crafts, and 
cherished the hope of final amalgamation into one big union. Whereas 
the A.F. of L. accepted capitalism and the state, the Industrial Workers 
of the World sought the destruction of existing economic and political 
orders. 

The Industrial Workers of the World repudiated political action, on 
the one hand, and collective bargaining, on the other. Direct industrial 
action by all workers through the general strike was advocated. The 
doctrines of class struggle and revolution were taught; the solidarity 
of all workers was sought for the dictatorslup of the proletariat. 

c. Policy of Sabotage . — Direct industrial action includes not only the 
general strike, but also sabotage. The origin of this term is found in the 
French word sabot, meaning the rough wooden shoe worn by European 
workers. The American expression of “dropping a wrench in the works ” 
is its equivalent. If the demands of the workers are not met, they may 
secretly destroy the machinery of their employer. It is almost impos- 
sible to discover the malefactor without resort to industrial espionage. 
It is obvious that sabotage, if unchecked, can cause tremendous human 
and property losses. On the other hand, sabotage may be merely the 
peaceful “soldiering on the job,” which is expressed by the Scotch words 
“ca’ cannie” and w'hich is represented by the “slow down” strike 
conducted while at work. 

d. Strength . — Because of its radical aims and violent methods, the 
Industrial Workers of the World w^as a hated and hunted organization. 
Although a serious threat to industrial production and the existing eco- 
nomic order, its membership was relatively small and unstable. In 
1910, the first year for which information was available, the secretary- 
treasurer of the organization announced 5,863 paid-up members. By 
1917, this had increased to about 60,000, and an aggregate of 300,000 
membership cards had been issued since the beginning of the organization i 
in 1905. 

During the First World War, a vigorous pohcy of suppression was 
carried on by the government. Whether the result 'was an increase or a 
decrease in membership of the Industrial Workers of the World is difficult 
to determine. A policy of secrecy was adopted and a resort to under- 
ground methods of activity was made. Even in peaceful and normal 
times it has been difficult to get authoritative figures for the membership 
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of the Industrial Workers of the World, which has attracted a variable 
and an unsteady group, composed largely of floaters and casual workers. 

At the Sixteenth Annual Convention of the Industrial Workers of the 
World in 1924, its paid-up membership was reported as 37,600. In 
1929, the U.S. Bureau of Labor Statistics estimated its strength at about 
30,000. During the depression of 1929 to 1933, the Industrial Workers 
of the World almost disappeared. A convention was held in 1931, but 
only seven official delegates were present. 

10. Bird’s-eye View of American Labor Movement. — ^In reviewing 
the history of the American labor movement from the War between the 
States to the New Deal, three steps are discernible. The first and 
smallest step was that of 1886, when the combined membership in both 
the Knights of Labor and the American Federation of Labor almost 
reached the million mark. As the great majority of these organized 
workers belonged to the Knights of Labor, the year 1886 represented the 
peak of labor unionism. 

The second step, later and higher, was that of 1920; it represented 
the pinnacle of trade unionism. In that year, membership in the 
American Federation of Labor was over 4 million and that in all trade 
unions was over 5 million. Trade unionism then stood almost without 
a rival, for labor unionism of the ICnights of Labor had passed into 
histoi-y, industrial unionism of the Industrial Workers of the World 
was being suppressed, and company unionism of employees was in its 
infancy. 

The third step, which is the latest and highest in the entire history of 
organized labor in this country, can be dated from the passage of the 
National Industrial Recovery Act of 1933, at which time company 
unionism and trade unionism were strong rivals for supremacy, each 
claiming several million members. The legal affirmation of the right 
of workers to bargain collectively through representatives of their own 
choosing increased membership in all labor organizations but changed 
their relative importance. The National Labor Relations Act of 1935, 
which reaffirmed the principle of collective bargaining and set up adminis- 
trative machinery for its enforcement, was stimulating to trade unions 
but depressing to company unions. It was, as we shall now see, reviving 
to industrial unions. 

Chart 45 shows the rapid, recent growth of membership in labor 
organizations in the United States and Canada from 3 million in 1933 to 
11 million in 1941. These figures include the combined membership of 
the A.F. of L., the C.I.O., and independent unions; they exclude mem- 
bership in company unions. 

11. Congress of Industrial Organizations, a. Background. — Indus- 
trial unionism had existed in the United States before the New Deal; the 
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outstanding example was the Industrial Workers of the World. Even 
within the ranks of the more conservative A.F. of L. there were some 
unions organized vertically on an industrial basis, instead of horizontally 
on a craft basis; the most conspicuous illustration was the United Mine 
Workers. 

The increased mechanization of industiy, the growth of big business 
and the large corporation, and the advent of mass production led many 
labor leaders to feel that industrial unionism was better adapted to 
modern production methods than was the older trade unionism. More- 
over, the failure of trade unions to expand during the prosperous twenties 
and to resist successfully the gains of company unions seems to confirm 


1933 


1933 


1941 


UNION MEMBERSHIP IN U.S.A. AND CANADA 
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Chabt 45. — Recent growth of labor organisations. 


their views. Finally, the legalization of collective bargaining in 1933, 
and again in 1935, offered an unprecedented opportunity to organize 
basic industries, such as motors, steel, and textiles, and to reach the great 
groups of semiskilled machine operators. The unionization of these 
mass-production industries and the organization of thousands of w'orkers 
on repetitive jobs apparently could not be done effectively on a craft 
basis. A different and more successful approach by the industry as a 
whole could not or would not be taken, so it was felt, by the A.F. of L. 
under its existing leadership and under its traditional form of organization. 

b. Origin of Congress of Indmtrial Organizations . — Although trade 
unions increased in membership after the New Deal legislation, industrial 
unions grew relatively more rapidly; they likewise sought new fields of 
conquest. The A.F. of L., however, was reluctant to grant industrial 
charters to existing or new unions in the automotive and other mass- 
production industries. It resisted such forms of organization; it recog- 
nized the paper claims of older and inactive trade unions; it sought to 
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mold the new unions along the traditional lines of craft organization into 
small, specialized unions of an outmoded character. 

These issues had been discussed at length in committees and con- 
ventions of the A.F. of L. The “old guard” refused to shift its position; 
it held tenaciously its strongly entrenched inner citadel. The 1935 
Convention of the A.F. of L. was featured by bitter contests of words 
and fists; it displayed slight alteration of attitude and produced little 
change of policy. Consequently, a self-appointed Committee for Indus- 
trial Organization got together in Washington later that same year. 
It originally consisted of eight members, who were bitterly disappointed 
at the failure of the A.F. of L. to embrace industrial unionism and who 
were prepared to “go it alone” with their own industrial unions as a 
nucleus. Conspicuous among these leaders of the new labor movement 
were John L. Lewis of the United Mine Workers, Sidney Hillman of the 
Amalgamated Clothing Workers, and David Dubinsky of the Inter- 
national Ladies’ Garment Workers; subsequently, Mr. Lewis became 
president of the C.I.O. and an open rival of William Green, president of 
the A.F. of L. 

Great and prompt success attended the efforts of the Committee for 
Industrial Organization. Thousands of workers, many of them hitherto 
unorganized, in steel mills, textile plants, and other large industries 
formed active unions and affiliated with the new organization. These 
successes of the C.I.O. embittered the A.F. of L. but failed to enlighten 
it. This dualism within the American labor movement failed to heal; it 
broke into an open rupture one year after its first appearance. 

The great schism is commonly dated in 1936, because in that year 
the Executive Council of the A.F. of L. suspended most of the original 
members of the C.I.O. Instead of impeding its future progress, however, 
this action seemed to stimulate the further and faster growth of the 
suspended organization. Before the end of the next year, 1937, there 
were over thirty important national unions affiliated with the C.I.O., 
which even then claimed a membership of over 3 million. With the 
achievement of independence and the prospect of permanent status, 
the Committee on Industrial Organization became the Congress of 
Industrial Organizations. 

The C.I.O., in 1941, included forty-one national or international 
member unions. It had a total membership of approximately 6,000,000 
of which about 600,000 were in the United Mine Workers, about 400,000 
in the United Automobile Workers and about 500,000 in the Steel Workers 
Organization Committee. In short, the C.I.O. was about as strong 
numerically as the A.F. of L. 

c. Organization of the Congress of Industrial Organizations . — The 
structure of the C.I.O. is dissimilar to that of the A.F. of L. in that the 
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C.I.O. is organized vertically into larger but more heterogeneous units 
on an industrial basis, whereas the A.F. of L. is organized horizontally 
into smaller but more homogeneous units on a craft basis. On the other 
hand, the C.I.O. is similar to the A.F. of L. in that each is a loose con- 
federation of semi-independent and sovereign national unions. Because 
an industry is larger than a craft, there are only forty-one constituent 
unions of the C.I.O., in contrast to over a hundred constituent unions 
of the A.F. of L., despite the fact that individual membership in the 
two organizations is approximately the same. The Executive Board 
of the C.I.O., like the Executive Council of the A.F. of L., manages 
routine business between annual conventions; it controls union councils 
or federations and local industrial unions, subject to the general policies 
laid down by the convention, to which appeal can be made. 

Affiliations in the new organization, like those in the older body, 
are tenuous and often temporary. The composition and character of 
each are constantly shifting. New unions may be added, and member 
unions may secede. At least one union which originally left the A.F. of L. 
for the C.I.O. has returned to the parent body. It is equally true, 
however, that other unions left the A.F. of L. for the C.I.O. after the 
signal success of the latter organization. 

d. Policies . — The activities of the C.I.O. differ somewhat from those 
of the A.F. of L., just as their general attitudes and their specific con- 
stitutional provisions are at variance with each other. The C.I.O. has 
been more dynamic and experimental than the A.F. of L., which has 
been relatively more stable and conservative. For example, sit-down 
strikes were espoused by many industrial unions but eschewed by most 
craft unions. Chapter XVI, which treats the problem of industrial 
conflict, will trace the rise and fall of the sit-down strike. It is sufficient 
here to note that its most conspicuous use was in 1937 by the automobile 
workers in and around Detroit, most of whom had recently been organized 
on an industrial basis within the ranks of the C.I.O. This same group 
of workers subsequently replaced the sit-down strike by the slow-down 
strike, which has been termed a peaceful form of sabotage but which 
is commonly regarded as restriction of production. The following 
chapter will explain how relatively conservative trade unionists advo- 
cate restricting production as a counterweapon against speeding up 
workers. 

It is true, in general, that the C.I.O. is more radical than the A.F. of L. 
It is not accurate, however, to call it a revolutionary organization or to 
regard it as similar to the Industrial Workers of the World. The C.I.O. 
accepts the present economic system and does not seek the overthrow 
of capitalism or the destruction of our representative form of govern- 
ment. Like the A.F. of L., its objectives are higher wages, shorter 
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hours, and better working conditions. Unlike the A.F. of L., however, 
it has adopted a broader form of organization; it has conducted a more 
vigorous campaign of organization; it has gone into the mass-production 
industries; it has accepted the unskilled and the semiskilled workers; 
and, finally, it has utilized new weapons of collective bargaining. 

e. Rivalry . — The A.F. of L. and the C.I.O. are both complementary 
and competitive. In general, they have worked in different ways in 
different areas. Nevertheless, they have overlapped in organization 
and conflicted in policy. The C.I.O. has not confined its organizational 
efforts to industrial unions; it has accepted some craft unions whose 
relationships to the A.F. of L. were natural but unhappy. Moreover, 
not all member unions of the A.F. of L. have been conservative in their 
policies. Rackets have been common and coercion has been frequent 
among some of the less respectable unions of the older and more tradi- 
tional labor organization. Although some C.I.O. unions have been 
reckless and irresponsible, the trade agreements of certain C.I.O. unions 
have been honestly negotiated and faithfully kept. 

In short, all generalizations are dangerous beyond the obvious 
observation that the labor movement, like almost all social and political 
organizations, has been opportunistic and particularistic. Policies 
have varied from time to time and from place to place. There has been 
neither unity nor consistency within the labor movement. There is the 
present schism between the A.F. of L. and the C.I.O., which has increased 
in bitterness with the years immediately following the suspension or 
secession. Outlaw strikes have been frequent within both organizations. 

Since the open break in 1936 the general policy of each body has been 
one of “catch as catch can.” In some occupations there are two rival 
unions, one affiliated with the A.F. of L. and the other with the C.I.O. 
The maritime industry is a notorious example; there is a C.I.O. longshore- 
men’s union and an A.F. of L. seamen’s union on the Pacific Coast and 
the reverse along the Atlantic Coast. The C.I.O. has local industrial 
unions among truck drivers, printera, and hotel and restaurant employees, 
despite the fact that the A.F. of L. has national unions in these same 
occupations. 

Feuds have been frequent, not only between the A.F. of L. and the 
C.I.O., but also between their constituent unions about lines of jurisdic- 
tion and between local and national unions about lines of authority. 
Personal animosities among the men who lead labor have weakened the 
general movement and increased the disunity. There was first the 
interunion battle between William Green, president of the A.F. of L., 
and John L. Lewis, president of the C.I.O. It was followed by the 
intraunion skirmish between Mr. Lewis and Mr. Murray, who replaced 
him as president of the C.I.O., while Mr. Lewis retained his post as 
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president of tlie United Mine Workers, its most powerful constituent 
union, which, under his leadership, later seceded from it. 

12. Quasi-public Industrial Unionism and Independent Trade 
Unionism. — The older independent trade unionism emerged in England 
during the industrial revolution. It was transplanted to this country a 
century ago, where different economic and political conditions modified 
its subsequent development. The new quasi-public industrial union- 
ism originated in Europe during the period of the First World War, 
when labor organizations in many coimtiies secured additional legal 
recognitions. 

Development abroad toward improved economic planning and 
increased public control accelerated labor organization but modified 
its character. Quasi-public unionism developed in various countries 
of Continental Europe, particularly in Fascist Italy, Nazi Germany, and 
Soviet Russia. Even Great Britain, the home of independent trade 
unionism, moved more conservatively in the same direction. 

On the other hand, the United States was going through a series of 
technological changes, knowm as the “new industrial revolution.” 
Increased industrial productivity and unprecedented economic pros- 
perity continued until the great crash in 1929. Meanwhile, our labor 
movement differed from that in Europe and from that of our own previous 
history. Quasi-public unionism of the European variety failed to appear, 
and increased vitality of conservative American trade unionism failed 
to reappear. Instead, the period was characterized by a phenomenal 
growth of company unions, employee ownership of stock, and various 
welfare projects. In other words, the American labor movement was 
temporarily obscured by, or under the direction of, the employer. When 
the history of the labor movement during this period is written at some 
future date, management can point to the prosperity before 1929 and 
labor to the depression after 1929. The socialist, however, Avill record 
the failure of rugged individualism of both parties and the inadequacy 
of company unionism and trade unionism alike. 

Increased governmental control of business and the attempt to 
organize industries into great trade associations, important parts of the 
recoveiy program of 1933, if revived, may produce parallel changes in 
the American labor movement. It has been suggested that the labor 
organization of the future, like industry itself, will be large scale in scope 
and quasi-public in character. Industrial unions seem to be a natural 
development in an era of mass production. They may assume both 
social responsibility and political aspirations, along with increased 
economic power and improved legal status. Independent trade union- 
ism may find it increasingly difficult to maintain its “splendid isolation” 
in a semiplanned and partially controlled economy. Old weapons of 
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collective bargaining may become as obsolete as the bow and arrow in 
future industrial conflicts or as reprehensible as poison gas in the industrial 
peace of the interdependent society of tomorrow. 

13. Development of Employers’ Associations. — The growth of labor 
organizations has been paralleled by the development of employers’ 
associations. The practices and policies of the one have been opposed 
by those of the other. The forms of employers’ associations are as 
varied as those of labor organizations. Indeed, the one depends on 
the other; both are influenced by the nature of the industry. Although 
the membership of labor organizations is greater than that of employers’ 
associations, the financial reserves of the latter have been larger. 

The development of employers’ associations came later than that of 
labor organizations, but germs of such associations are as old as those of 
trade unions. In the days of the medieval guilds, there were associa- 
tions of master craftsmen, although there was no such guK between 
labor and capital as existed after the industrial revolution. 

Although organizations of employers functioned in colonial cities to 
oppose the unlawful conspiracies of workers to increase wages and to 
decrease hours, it was not until after the industrialization of this country, 
following the War between the States, that associations of employers, 
like organizations of workers, achieved national dimensions. The first 
national association of manufacturers of a particular industry, the 
United States Potters’ Association, was organized in 1875. The Stove 
Founders’ National Defense Association, organized in 1886, began several 
years later to negotiate agreements with the Iron Molders’ Union of 
North America. Other national associations of employers were formed 
in the closing years of the nineteenth century and in the opening years 
of the twentieth century. 

The sympathetic strike called for stronger associations of employers. 
The National Association of Manufacturers, organized in 1895, was 
significant as the first national organization of employers open to all 
manufacturing industries. Labor policies formed an important part 
of the original program of this association; they still continue to do so. 
The American Antiboycott Association, organized under that name in 
1902, was later termed the League for Industrial Eights. The National 
Council for Industrial Defense was formed in 1907 for the avowed pur- 
pose of opposing such labor legislation in Congress as it deemed unde- 
sirable. State associations of manufacturers also have been organized 
in important industrial states to keep a watchful eye on the course of 
labor legislation within their respective borders. 

The National Industrial Conference Board was created in 1916 for 
the collection of information, rather than the formulation of policies. 
It seeks to get the facts about current industrial problems, which it 
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then analyzes for employers and the general public. The National 
Industrial Conference Board is a research organization of employers; 
it is not definitely or directly a propagandist organization. 

Chambers of commerce also should be mentioned in this connection, 
for the varied work of these local, city, state, and national bodies includes 
labor policies as well as business practices. 

With the close of the First World War a renewed impetus was given 
to the organization of employers. In the ensuing years of depression 
and unemployment, an effort was made to wn back some of the gains 
which organized labor had achieved during the war. A survey by the 
National Industrial Conference Board in 1921 claimed the existence of 
several thousand employers’ associations with a total membersliip of 
millions. 

The National Industrial Recovery Act of 1933 required the formation, 
or permitted the imposition, of industrial codes. It assumed the existence 
or formation of a trade association or guild of employers within a 
particular industry. Such an association of employers, illustrated by 
the cotton-textile manufacturers, the bituminous-coal operators, or the 
Steel Institute, was to work out a code of fair trade practices for its own 
industry. Contrary to the provisions of the Sherman Act, such an 
association of employers might operate as a combination in restraint of 
trade by limiting production and thus indirectly regulating prices. From 
a labor-management point of view, wage rates, hours of labor, and work- 
ing conditions played an important part in these industrial codes. If 
this great industrial experiment should be revived in a .similar but more 
permanent form, associations of employers ■null play a still more important 
role in the planned economy of the future than in the individualistic 
society of the past. 

14. Policies of Employers’ Associations. — There is nothing inherently 
wrong in the organization of either capital or labor; it is a frank recog- 
nition of group differences along economic lines. Effective collective 
bargaining requires such organization by both parties. But if industrial 
conflict results, militant methods of capital and labor jeopardize the 
peaceful settlement of their differences. The economic weapons used 
by both sides may be socially undesirable and economically unproductive. 

Even before the industrial codes of 1933, some associations of employ- 
ers recognized collective bargaining on the part of their workers. Indeed, 
a few were organized primarily for the purpose of making agreements as 
to wages, hours, and various industrial issues. Other associations of 
employers, sometimes known as the “militant” type, opposed attempts 
at collective bargaining outside company unions. 

Most associations of employers, however, are somewhere between 
these two extremes. They have been as opportunistic in their policies 
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as labor organizations. Forced to recognize collective bargaining in 
principle, they have seized every opportunity to weaken those practices 
of labor which make collective bargaining effective. Although opposed 
to walking delegates, now known as “business agents,” of unions, they 
have employed their own legal counsel. 

Most associations of employers condemn restriction of output by 
employees but condone regulation of output by employers. Manage- 
ment should not be hampered by limitation of apprentices nor be pre- 
vented from introducing laborsaving devices. It should be permitted 
to utilize whatever methods of industrial production and remuneration 
seem best. 

The open shop has been a leading issue of associations of employers 
who have resented any compromise on the right to hire and fire whom 
they please and to run their own business without outside interference. 
Although tacitly retaining the right to use the lockout, the injunction, 
and the black list, associations of employers have opposed the strike, 
the boycott, and the unfair list of labor. Much has been said and 
written about the personal liberty of employers and the sanctity of 
contract. 

Abundant fimds have been spent in the crusade against the closed 
shop. Financial, moral, and legal support has been extended to employ- 
ers facing labor crises. Spy systems have been used to detect sources 
of industrial um-est and threatened property damage. Adequate 
employment lists of tractable workers have been kept by central agencies, 
whence groups of laborers could be shipped hmriedly as strikebreakers 
to the place of need. 

16. Wage Bargaining and Price Bargaining. — The economic differ- 
ences between the collective bargaining of business corporations and 
trade unions have been expressed as follows: 

The modern corporation has taken over both of the bargaining functions of 
the masters of old: the price bargain and the loage bargain. In the first the cor- 
poration performs the merchant function, and its object is to get as high prices as 
possible from the consumer., In the second it performs the employer function, 
and its object is to give as low wages as possible to laborers. 

Collective action by capital has not stopped with the corporation. The cor- 
porations themselves have become members of associations. In these associ- 
ations it has generally been found advantageous to separate the two bargaining 
functions. Manufacturers’ assodaiions, “pools," and “trusts” are formed to 
deal with the price of products to consumers. Employers’ associations deal with 
the wages paid to labor. Practically the same individuals may compose these 
associations; but their functions are totally different.^ 

‘ Commons, J. R., and J. B. Anobews, “Principles of Labor Legislation,” rev. ed., 
p. 100, 1927. 
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The legal significance of this important economic distinction follows: 

That capital and labor should be treated equally is a proposition fundamental 
to American law. But the dual bargaining functions of capital must be dis- 
tinguished. The price bargain is sometliing very distinct from the wage bargain. 
Trade unions do not deal with consumers at all. Their function is to offset the 
advantage the employer enio3's in bargaining about wages with the individual 
laborer. Equal protection of the law does not consist in treating a trade union 
like a manufacturers’ association but in treating it like an employers’ assodalion. 
This is not class le^slation but sound classification. ^ 

It would seem, then, that trade unions should be regarded economi- 
cally and legally as comparable with employers’ associations, rather than 
as analogous to manufacturers’ organizations. Neither labor organiza- 
tions nor emplo 3 ’-ers' associations, as such, should be confused with 
combinations in restraint of trade. 

Although the state may object to certain weapons as illegal, and to 
particular policies as imecoiiomic, government should not restrict the 
right of either side to organize, even though it majr well be forced to 
regulate methods of collective bargaining. Social justice is advanced 
bj' minimizing glaring differences in bargaining power and facilitating 
the organization of the weaker party. Such was the political philosophy 
which underlay the legalization of collective bargaining in 1933 and 1936, 
as described in the preceding chapter. Fonns and weapons of collective 
bargaining will be treated in the following twm chapters. 

Summary. — ^Labor organizations maj'’ be classified according to their 
form of organization, i.e., as labor unions, industrial unions, or trade 
unions, and also according to their functions and methods, e.g., as 
conservative or radical unions. 

Trade unionism is the oldest form of labor organization in the United 
States. It was temporarilj'^ eclipsed during the zenith of labor unionism 
by the swdft but short ascendancy of the Knights of Labor. It wms sub- 
sequently threatened by the Industrial Workers of the World, a revolu- 
tionar 5 r organization which preached class struggle and practiced sabotage. 

The acme of trade unionism in this country was reached shortly 
after the Fii'st World War, when all trade unions had a combined member- 
ship of approximately 5 million and when the American Federation of 
Labor alone numbered 4 million membere. Trade unionism then had 
no rival. 

The 1920’s witnessed the development of company unionism. The 
1930’s saw the legalization of collective bargaining, an increase in union 
membership of various types, the revival of industrial unionism, and a 
split in the independent labor movement. 

1 Ibid., p. 128. 
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National federations of trade unions existed in the United States 
even before the Civil War. The American Federation of Labor was 
organized in 1881 and reorganized in 1886. It is a loose confederation 
of numerous sovereign unions, organized horizontally on a craft or trade 
basis. It practices collective negotiation for higher wages and shorter 
hours; it seeks the closed or union shop in industry; it relies on such 
weapons of collective bargaining as strikes and boycotts. 

The Congress of Industrial Organizations, originally the Committee 
on Industrial Organization, emerged from the split within the American 
Federation of Labor in 1936. It is a confederation of a smaller number of 
larger unions, organized vertically on an industrial basis. Although 
the Congress of Industrial Organizations is more radical than the Amer- 
ican Federation, it is not a revolutionary organization, like its predeces- 
sor, the Industrial Workers of the World. The C.I.O. condoned the 
sit-down strike of its member unions, but it did not advocate the over- 
throw of the capitalistic system. 

Organizations of workers have been paralleled by employers’ associa- 
tions, both within a particular industry, as, for example, the Steel 
Institute, and among industries, as, for illustration, the National Associa- 
tion of Manufacturers. Employers’ associations have urged the adoption 
or retention of the open shop; they have opposed such practices of 
collective bargaining as restriction of production and limitation of 
apprentices. 

Questions for Discussion 

1. Outline different kinds of labor organizations. Indicate differences, similarities, 
and respective advantages. 

2. Discuss the aims and policies of the Knights of Labor. 

3. Trace the growth of trade unionism in the United States, indicating periods of 
progress and of stagnation. 

4. Contrast the American Federation of Labor with the Industrial Workers of the 
World in regard to structure, aims, and policies. 

5. Compare the American Federation of Labor with the Congress of Industrial 
Organizations in similar respects. 

6. What industries are highly organized and which are not? Suggest reasons in 
each case. 

7. Outline various types of employers’ associations. Indicate their chief objec- 
tives and policies. 

8. Distinguish merchant functions from employer functions. Illustrate and show 
significance. 

Topics for Investigation 

1. Labor movement in America before the Civil War. 

2. Labor movements in Europe within recent years or within some particular 
country. 

3. Organization and constitution of some union with which you are familiar or in 
which you are interested. 
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4. Industria.1 Workers of the World during the First World War. 

5. Labor organizations and the business cycle. 

C. Effects on union membership and policy of the legalization of collective 

bargaining. 

7. Origin and progress of the Congress of Industrial Organizations. 

8. Leadership in the American labor movement. 
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CHAPTER XV 

AIMS AND POLICIES OF UNIONS 

ECONOMIC BASIS OF COLLECTIVE BARGAIinNG 

1. Spheres of Legislation and of Collective Bargaining. — -Labo r 
organizations were primarily concerned with wages, hours of work, and 
rights of collective 'bargaining. T hey seemed singularly indiff ereTit to 
gene ral '^ tESg'conditTohs, especially those^pf_unprganizedL.©'oiJ,ps. It 
was state legislation, rather '{Kan~tfa3e unionism, which attacked such 
maladjustments as child labor and insanitary living conditions. Of 
recent yea rs. however, lab or organ h^ati on r h n.ve hpenTmp vit,a.11y inf.ere.<;+.pH 
in these br oader proble ms reaching.bgypnd their own immedialeinterests 
and particular groups. 

The raising or ihalntaining of wages, however, was attempted earlier 
by labor organization than by state legislation. This is particularly 
true of adult male workers, with whose wages government has been even 
more reluctant to interfere than with their hours and working conditions. 
The existence of labor organizations, at least among skilled adult male 
industrial workers, has made the extension of the police power of the 
state not so necessary in their case as in that of women and children, 
whose inferior bargaining power has placed them in even greater danger 
of exploitation. The freedom of contract of adult male workers, espe- 
cially in the matter of wage determination, was not challenged success- 
fully in this country by legislation until recent years. 

Government formerly interfered mainly to prevent fraud in the pay- 
ment of wages. States legislated frequently as to the manner of wage 
payment but rarely as to the rate of wages or the amount of earnings. 
For example, laws have been passed to make illegal the payment of wages 
in scrip instead of cash. If the worker were paid in scrip or company 
labor checks, he might be forced to buy at the company store j profiteering 
by employers and exploiting of employees might ensue. States have 
legislated also against the withholding of wages from workers. Employers 
have been compelled to pay wages promptly and regularly. Delay in 
remuneration would infiict severe hardship on those workers without a 
reserve of past savings on which to live. It might force employees to 
become hopelessly in debt, sometimes at ruinously hi gh rates of interest 
and in unjust amounts. If carried to the extreme and accompanied by 
an extension of credit by the company store, a condition of peonage could 
result. By the bonds of chronic indebtedness and the threat of imprison- 
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ment for A^agrancy, if escape were sought by flight, the Mexican peon and 
the southern Negro have sometimes been held to enforced labor and 
inA'oluntary servitude. 

2. Necessity of Collective Bargaining. — Collective bargaining by 
organized labor results frorn the disadvantages of the isolated Avorher in 
individual bargaining. Although labor enjoys freedom of contract and 
equalit 3 ’ before the law, there are economic differences betiveen the tw^o 
pa^es to the w'age contract, wliich impair the bargaining power of the 
Avorker. 

Among the chief disadA'antages of the indiAudual worker in making-a 
AA'age bargain are the IdlloAA'ing. Labor is a serAuce and, therefore,, similar 
in nature to a perishable commodity. Time_ spent in finding employment 
represents a loss of A\hrking hours and, hence, of Avages,. The proffered 
wage maj’ be loAA'er than the competitive rate of Avages for a given type of 
AA'ork, but its refusal may mean unemplojunent. Loss of AA'ages.tOLthe 
AA'orker is frequently more seriovis than loss.of profits..to.his__cinployer. 
The laborer has no great surplus of past savings on Avhich he can draw 
in a protracted period of unemployment. 

Another disadA'antage of the unorgamzed worker _is_ his„|,nferior 
knoAA'lcdge of general conditions 'of employment, as compared Ayith that 
of the emploA-er or AA'ith that of the salaried secretary of a labor organi- 
mtipii. iBe'does not knoAV A\here to go in order to better his condition. 
'MoreoA’’er, it is not easA' for the AA-orkcr and his family to move quickly 
from place to place under the lure of a slight A\'age differential. The 
immobility of labor puts it at a competitive disadvantage. It results in 
the existence of labor reserA'^es, discussed in the chapter on unemployment. 

A fin^ disadAmntage of the worker is the frequent e^tence of under- 
standings, gmong large employers of la.bor as to _w3ges-.an.d other con;- 
ditions of employment. A gentlemen’s agreement may prevent them 
from competing acfiA'^cly for Avorkers and thus forcing Avages up to their 
natural or competitive level. Associations of employers have been 
reluctant to “spoil the labor market.” There has been some very 
successful collecth'^e bargaining among emploj'^ers. 

3. P rimar y Objectives of Collective Bargaining. — The chief purpqsejf 
labor o^anizations i§ jhe jaising-of- Av a g es o r-the.mai.Qtaining of customary 
standards of hAung against a ^ing ^iice..level,_ Clotty associatedjvrith 
tlus“o5jeptiye3iQf Jugher..Avages is the d^ire of _tha.jAro_rkei:s for shorter 
hours and increased leisure. These two primary aims of collective 
bafgamihg have been fused in the following slogan of the American 
Federation of Labor; 


Whether you work by the piece or work by the day 
Decreasing the hours increases the pay. 
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The securing of these two primaiy objectives of collective bargaining 
is conditioned by the strength of organized labor. Hence another 
primary aim of trade unionism is the maintenance of the right and power 
of collective bargaining. Trade unions constantly seek to keep and to 
strengthen their own prerogatives and weapons. They are bitterly 
opposed to any practices or restrictions which might sap the effectiveness 
of collective bargaining or weaken their own organizations. 

4. Secondary Functions of Labor Organizations. — T rade unions 
so metimes m ain^m insurance^rograinsj or th e nume rous^azanis. which 
their members constantly^face._ Often they are affiliated vdth fraternal 
ben^tTiiociations. Labor orgahizffi ons also serve as employment 
bure^sToftheir members :-the.v. keen valuable re cords of_uneiup,loyment. 

Some labor or gani^ tions perfor m im portant— educatio nal wo rk. 
Periodicals are published and forums are conducted. Lectures may be 
given and courses conducted in labor economics. Current events of 
general interest or of especial significance to workers may be discussed. 
Business meetings may be held which give practice in public speaking 
and familiarity with parliamentary procedure. 

A trade unioiL OE_adQcaL. federation -of- labor- may-become-a-aocial 
center for jts members and their fa milies. If the organization is large 
and prosperous, liea^quaiters may be maintained in a commodious and 
convenient building. Meeting rooms, reading rooms, recreation rooms, 
and numerous other pleasant club features may be developed. These 
recreational features, however, are often provided by an affiliated 
fraternal organization. 

6. Interpretations of Collective Bargaining. — Collective l^rgaining, 
or, to use a be tter term, collective negotiation may be~^fi ned a s a^e- 
ments or disagreements reached betwera^df^nized groups instead of 
betweeir ungfganiized~indivrdual3'.~'~ Tt~Is ih'd ust rial de mocracy in contras t 
tOLindustrial autocr acy and in lieu of industrial anarchy . 

As most groups are too large to permit pure democracy of the town- 
meeting type, collective bargaining must function as representative 
democracy. It is axiomatic that democracy exists only when those 
represented are permitted to choose their own representatives. The 
secret ballot has come into existence to prevent intimidation at the polls. 
It is equally essential that the workers be permitted to bargain collectively 
through representatives of their own choosing. It is similarly necessary 
that they use the secret ballot to choose between individuals as their 
representatives and to express their preferences for one labor organization 
over another. 

A g_ collect ive barga ining represents negotiations between groups 
in§.tead_of between individuals, j^ls impe rative t hat_bQ.thsides be oi^n- 
ized eff^tively. Otherwise, the situation constitutes merely fictitioui or ‘ 
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one-sided collective bargaining. Fair collecti ve bargaining may bo illus- 
trate^ J^’_jomt t^n^ercnqes_ and t rade agr eem ent^ljet v'eeiT par ties of 
nearly equal bargaining E9^>;£L. Tli eir aim is the reduction o f industrial 
differences to jjcaccfi^disc^iis^ion -njdi^the^uitini^.iQinniliQlijJi a_som- 
promi^ which becomes, the accept&d usage, Q£j.n industry or occupation. 

it is easy to agree on the desirability of .c.olle.ctive..barjairung and, 
indeeSj' on its actual necessity. But to interpret collective bargaining in 
tenns of various practices is very difficult. \ Thus the TaBof delegation 
■withdrew from President Wilson’s postwar conference between capital and 
labor, because of the failure to come out from behind platitudes in the 
discussion of collective bargaining. The w’orkers insisted that collective 
bargaining be defined more specifically as inclusive of certain practices, 
such as the closed shop, -^vliich labor regarded as essential to it. Although 
all members of the conference ■were willing to endorse the general prin- 
ciple of collective bargaining, representatives of the employers were not 
■willing to accept these concrete and partisan interpretations of collective 
bargaining. 

The same problem of interpreting the general principle of collective 
bargaining in terms of specific practices and existing organizations 
reappeared in the recovery program of President Franklin D. Roosevelt. 
The administration affirmed the government's position in favor of the 
principle of collective bargaining but refused to accept the closed shop as 
its proper and universal expression. Indeed, the general inference was in 
favor of the nondiscriminatory open shop. On the other hand, the steel 
industry ■was forbidden to w'rite company unionism into its industrial 
code as an official interpretation of the general principle of collective 
bargaining. 

This issue of the open versus the closed shop, like Banquo's ghost, 
continued to make its unrvelcome reappearance from time to time at 
capital-labor conferences ■\vhich o^therwisc might have been love feasts. 
President Roosevelt’s National Defense Mediation Board, like President 
Wilson’s labor conference, came to naught w'hcn labor representatives 
again withdrew because of failure to endorse the closed shop and to 
include this particular form of collective bargaining as an essential part 
of the acceptable definition. The general principle of collective bargain- 
ing had already been ■written into Federal law. Its interpretation in 
terms of specific practices remained a matter of dispute and discussion. 

1.q.hor haS ConRistt>ntly-ftjifl.in.=;ist.i>Tit1y attempted t.n injeet 
such concepts as the ■w'alking delegate, as well as the closed shop, intojts, 
iirEerpfcfa^’n ^ cfflectiw Bargaining. It has been equOTy adamant, in 
its refusal to regard employee representation or compa-ny unionism as true 
or fair collective bargaining. Jt is our present problem to analyze 
v ffious foi^ and different weapons of colle ctive bargaining; we sha}] 
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seek to discover, if possible, •which axe essential to collective bargaining 
and which are' socially 'demrableV ~ 

“6. Weapons of Collective Bargaining. — The various weapons of 
collective bargaining may be classified as those of employers or of 
employees, as those of consumers or of producers, as peaceful or militant 
practices, as radical or conservative weapons, as legal or illegal practiees, 
as open or secret weapons, as economic or wasteful methods, and, finally, 
as socially desirable or socially undesirable practices of collective 
bargaining. 

Strikes, for example, are militant weapons of collective _b argaining. 
use d~5^mplo-ye es^ Srga nized as 'pTS ducer s. The u5on lab el is a peac eful 
arid^s^ially desirable weapon of employees o rganized a s. consumers. 
Sabbt ^e is a smitr uneconomic.~~a nd spc^ly_jindeskable practice 
resort^_tq_by^sorSe”1ra3Ical labor organizations; it.disrupjte._pi®®ietion 
an3~destroys proj^rtyi TEe ^lacVlis t'was~a secret but legal weapon of 
employers. The inju nction is a legfd ~wjapbn,'QpfiCLtaJB.oth employees 
and ^ploye£§,_but. used more generally and effe.ctiyelyi.by_^ employers. 

T. Open and Closed Shop. — ^The open shop is one in which both union 
an d nonunion men may be employed, but many ~s6-caired " open shop s” 
haye^ been clos^'to union' e mplo yer would frankly J)r 

secretly employ diUy nonunion m^. Certain employers have professed 
to maintain the open shop, but a careful inspection revealed that union 
men were not employed at all or only when nonunion men were not avail- 
able; union men were discriminated against in dismissals, promotions, 
and other matters. The open shop which was free from any discrimina- 
tion against union men was rare. This has been one of the strongest 
arguments against it, viz., that the so-called “open shop” was frequently 
a closed shop, i.e., closed to union members, sympathizers, and organizers. 
For these reasons the open shop has often been called a “nonunion shop.” 

The c losed shop is one wWch employs only union members^ Jlencejt 
h ag beennbefmed~ a •*^uhi6'n shop^ The'closed shop’may be operated by 
either the open of'closed uiubn. 

In the closed shop ■with the open union, the employer may hire whom 
he pleases; but ifTie'empIoys a nonunion’”rnan,’the lat teF nius^jc^ the 
uni on a fter~l!iL5~he|^~ns~ 'wofk’.^ The closed shop with the open 'union is 
known a,s'fKe~“prefereutial union shop.” 

In the clos ed shop -with the closed union, the employer may employ 
onljr m^ who are members of umbiisi Mana^iKenFsp'O’wer to discFa rge 
a workma nTarw^ellas iWpoweTto-hirednmyisiiiSitedr'"^ causesof the 
■cfiicharge musfbe passed on byTinion bfiScialsJ^'brdtBer organized workers 
wiU walk out. Efficient workers who lose their standing in the union 
must be discharged. Less efiScient workmen who have union membership 
and_seniQaty_i ights mus t be hired or a dvanced^ The closed shop with 
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the cl osed un ion is a labor monopoly wliich is d i fficnit. to defend . It is an 
autocracy of labor which discriminates against capable workers who are 
not members of unions, entrance into wliich is sometimes diflScult and 
often expensive. 

The antiunion shop, now illegal, was equally discriminatory, in that 
it forced workers to give up their right of union membership. Many 
nonunion shops were openly or secretly hostile to the very principle of 
collective bargaining. Industrial espionage was used by some employers 
to eliminate labor organizers and to prevent union organization. 

8. Arguments for and against the Open Shop. — Associations of manu- 
facturers and other employers’ organizations have conducted a national 
campaign in behalf of the open shop. Organized labor has been equally 
insistent on the closed shop. The literature of both sides has been 
propagandist and emotional, rather than objective and unbiased. Eve^ 
economic problem, howeve r, ha s its tw o sidesj,_any_^£qgrani.-h&^,both 
advantages and dis advant ages. 

^■Employers regard the closed shop as un-American, monopolistic, and 
unfair to both industry and unorganized labor. They charge that the 
public welfare is endangered by the closed shop. They indict it as the 
cause of many economic ills and of much social injustice. The chief 
contention of employers is that the closed shop prevents management 
from running its own business without outside interference. Employees 
claim that the closed shop reduces all workers to the dead level of medioc- 
rity under union control of output, wages, and working conditions. It 
deprives unorganized workers of their “constitutional right of freedom 
of contract” to sell their labor as they sec fit. The clo.scd shop, they 
allege, raises the costs of manufacture and hence the prices of goods to 
consumers. It contributes directly and indirectly to unemployment. 

Organized labor replies that the open shop exists only in name and that 
most open shops are really antiunion shops. The movement in favor of 
the open shop is merely a disguised attack upon organized labor. The 
closed shop with the open union is regarded by its advocates as demo- 
cratic; the open shop or nonunion shop is viewed as autocratic. 
Employees, as well as employers, should have a voice in the determination 
of industrial conditions and a vote in the selection of their industrial 
representatives. 

Labor leaders contend that the closed shop is vital to effective collec- 
tive bargaining, without which the exploitation of workers would result. 
If modern industry standardizes processes and products, unions likewise 
should standardize conditions of employment. If business follows the 
one-price system for its commodities, labor should do the same for its 
services. If large employers seek through trade associations concerted 
action against substandard and “chiseling” firms, union labor should 



372 


SOCIAL ASPECTS OF INDUSTRY 


likewise seek through the closed shop similar protection against sub- 
marginal and unorganized workers. Many advocates of the closed shop 
justify coercion on unorganized laborers to Join unions. The nonunion 
man who works beside a union man receives the benefits of collective 
bargairung in wages, hours, and working conditions. Why should he not 
be compelled to join the union and assume some of its burdens? 

9. Checkoff. — Under this system management performs some of the 
administrative work of the union. Employers deduc t union dues and 
firms fromlihe wages of t heir empl oxefes asiSirect^ by officials of the 
entrenched um^ these ~fun ds are su bseque ntly turned oyer to the busi- 
ir^^ent oTfEat umb n. The checkoff sy stem rarely exists ou tside the 
closed or union shop, alth ough theJia^CTTre'quentry exists-without the 
fonn^A The checkoff^ was conunon in the highly organized coal mines 
of Pennsylvania. 

10. Walking Delegates or Business Agents. — The right of collective 
bargaining is interpreted by labor to include not only the closed shop, 
but also the “walking delegate.” These two issues are closely 
intertwined. 

There were formerly many employers who avowed their sincere readi- 
ness to meet with any representatives chosen from among their own 
employees, but who refused to have dealings \vith individuals outside 
their own plants. They repudiated professional labor leaders, whom 
they called “walking delegates” but whom the workers now prefer to 
term “business agents.” Employera claimed that walking delegates 
went from industry to industry to arouse discontent, to organize unions, 
and to induce strikes or walkouts of the workers. 

Labor leaders point out in reply that industry itself creates social 
unrest by the exploitation of unorganized workers. It is true that labor 
leaders do organize unions, which give to the workers a medium through 
which to express their grievances and a means by which to right them. 
Strike duty is merely one of the functions of labor leaders, who sometimes 
settle or prevent, rather than cause, industrial conflicts. Workers are 
not suflSciently trained or informed to do such work for themselves. If 
employers and associations of employers can hire legal counsel and 
management experts, why should not employees exercise the same 
privilege? 

Few employees would dare to organize their fellow workers or to 
push their claims against those of management. To do so would merely 
cultivate an immediate or a deferred dismissal. It is easy for an employer 
to find an excuse for firing an employee who has rendered himself obnox- 
ious by his activities in collective bargaining. Moreover, tacit agree- 
ments among employers may render it difficult for the discharged worker 
to obtain employment elsewhere. On the other hand, the hope of 
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advancement is often a sufficient temptation to induce the plant repre- 
sentative of the employees to sell out their interests to the employer; 
hence the necessity of outside and independent labor leaders. 

11. Company Unions. — Company unions are or ganizations of the 
worker s of one plant or business corooration. wh os e employees elec t 
repfSeht atives to treat with their empl oyers as to wages, hours, and 
genial working condit ions. Co mpan y u nions are not _a ..part -of— the 
org anized labo rjaQgeBipjit.^ fl.nd a de.scrip tinn of their plans of o rg aniza tion 
wiirbe^ven in Chap. XIX. 

Co mpany union s are general ly superimpose d from, ab ove by manage- 
m ent. U nlike trade unions or industrial unions, they rarely grow up 
naturally from below among the workers themselves. Most company 
un ions have been orga nized on the initiathre j)iJ;he-emplayer. or- lowered 
by the personnel department of the company. They are frequently 
accompanied by prdSt-sharing schemes, welfare projects, and pension 
systems. The general aims of company unions are the development of 
a closer coo peration Jietwecn^eji^ hJ m anagement and the production, 
of indust rial good will as a valuable business asset. 

Compa ny unions irave~deTCldped apart f rom, and often in conflic t 
with, t rade unions and industrial u nions^ In most cases, members of 
coii^any unions are not mei nbers o f trade unio ns. ’ Tn~sbme cases, 
workers formerly wefelirevented from becoming members of trade unions 
while in the emplojunent of the firm which maintained such a company 
union. Most company unions were open-shop organizations, which 
meant that they were frankly or secretly hostile to trade unions. At 
best, company unions were competitive organizations seeking membership 
among workers who might otherwise have joined trade or industrial 
unions in their respective occupations. Consequently, company unions 
have been indicted as sham organizations of labor under the control of the 
employer instead of the workers. They represent industrial paternalism 
buttressed by welfare projects of management. They repudiate indus- 
trial democracy beset by difficulties of organization and dangers of con- 
flict. It is clear that company unions are of th e wor kers but not hvJ ihe 
wo rkers; it is controversial to what extent they are for the worker s . 

12. Essentials '3”EHective Collective Bargaining. — Although collec- 
tive bargaining may be interpreted as inclusive of all group negotiations, 
such a broad definition means little. The first, essential of effectiyg 
collective bargaining is the right to belong to a uni on, whic h can s ecure 
the~supporr~Cif tlTeentire or ^hized labor movemen t. 

Effective collective bar^n ing involves also the employment of pro- 
fes sional labor leaders, not the~utihzatioirbf~plahFempT6yees ! Kepre- 
senlatives of the employees in a company union may bo bribed bj' the 
prospect of promotion to sell out the interests of their fcllpw workers, or 
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they may be prevented by the possibility of discharge from pressing too 
far their own demands. Unlike Oliver Twist, the employee representa- 
tive will not offend the management of his own company by daring to 
ask for more for himself and his fellow industrial orphans. 

Finally, company unions are defenseless exc ept for the rath er impotent 
weapon~~6r~puBli c opinion, which managem ent’s department of public 
relaUop i~can us e eve n more effe ctively ^han the workers. Company 
unions must fight their industrial battles without such “WEapons as the 
strike or the threat to strike. The employer may be fair, reasonable, 
and even sympathetic, but, if not, there is little possibility of coercing 
him by utilization of some of the common but effective weapons of indus- 
trial warfare. For these reasons, employee representation through com- 
pany unions cannot be regarded as an effective instrument of collective 
bargaining. 

13. Yellow-dog Contracts. — Although it might be inexpedient to 
exercise the power of discharge in an autocratic fashion, the employer was 
formerly within his legal right in hiring and firing whom he pleased, when 
he pleased. Hence management might refuse to employ a union worker 
or might discharge one merely because of union membership. 

a. Nature and Significance . — I n order to pre v ent an infiltration of 
union members, some emploversTormerlv r equire' d of each applicant for 
work a written statement that he was not a union memhej . In order to 
guard ligainst his subsequent aflSliation with an independent union, 
management sometimes made a prior condition of em plovmeBt Jhp signju g 
of an agreement by every prospective worker that he w ould not become a 
memberj if a tra deHn^nJor ^of other specified labor o rganizations so long 
as he remai ned m that employment. , Such agree ment3~'TTRtfiiifiiTitTv 
stigmatized a s "yellow- d og^” contracts , were bitterly opp osedTw trad e 
unioni sts. Although_^company _unions sometimes co mpet e d fairly with 
trade unions forjoembership. they wcre^ Iten forcedlon employ ees b y the 
i mposition o f y^ow-dog contrac ts. The Interborough Rapid Transit 
Cfinipany ^~Kew~York7for illustration, maintained a company union 
known as the “Brotherhood of Interborough Rapid Transit Company 
Employees.” Each new employee formerly was forced to join this union 
and to agree not to join an outside or independent union while in this 
employment. 

Common law permitted legal action against a third person who per- 
suaded one of the two parties to a contract to break that agreement 
without justification or legal excuse. Hence it was illegal to unionize 
workers under “voluntary” contracts giving up the right of union mem- 
bership as a condition of emploj^ment. The Supreme Court^ once held 
that an injunction might be issued forbidding attempts to organize 
* Hitchman Coal and Coke Company v. Mitchell, 245 TJ.S. 229, 1917. 
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employees who had signed such “voluntary agreements.” Thus yellow- 
dog contracts were regarded as legal, and the right of injunction existed 
against outside attempts to unionize the signers of such agreements. 

b. Legal Restraints . — S everal st.ates passed laws prohibiting employer s 
fro m denying to their emp l oyees the right of membership inj;rade unions. 
EmploTOrs were sometimes forbidden by law to discharge thos^'emplo^es 
who belonged to independent labor organizations merely becauie_o f their 
um oh membe rship. Most of th ese~~st ^e' laws,' "hov'ever, were uncon- 

stitutio nal or un enforceajile. ~ 

— TE^ national Congress in 1932 passed the Norris-La Guardia Act, 
which forbade any Federal court from issuing an injunction sustaining 
yellow-dog contracts or from punishing any violation of them by con- 
tempt-of-court procedure. The National Industrial Recovery Act of 
1933 forbade coercion of employees by employeis in the matter of belong- 
ing to or refraining from joining independent labor organizations. As 
this act was declared unconstitutional, the same general principle was 
embodied in the National Labor Relations Act of 1935, which, as we have 
seen, guaranteed to workers the right of collective bargaining through 
representatives of their own choosing, which forbade intimidation or 
enticement of employees by employers to join company unions, and 
which set up machinery to secure fair elections by secret ballot of the 
labor organization to represent the workers in a particular plant or 
industry. 

14. White Lists and Black Lists, a. Nature and Purpose . — 
T ^plovers so metimes ma intained thei r own employ ment bureaus an d 
prepa red whit e lists oTgood workers . Th^wKte^liit enumerated those 
e mployee s had~5een faithful and tractabl e. aswelFas efficiehtT~ ^uch - 

Associations of employers also prepared for circulation among them- 
selyes black Eits'bT'fEose eniployecs who took’ ah' Sctive'part in'Iabor 
orgamz^ions ^d ^’ industna3~ dilutes. ' A'{acit~’agr^'men^'armohg 
employers prevented the reem^oj^ent of such workers in other pla nts. 

■ TKe blacFhst'Tias’ been defined as a boycott of employers against the 
labor commodity of their employees. The fear of black-listing, like the 
hope of white-listing, was an effective deterrent to most employees from 
participation in labor agitation and industrial disputes. 

h. Legality . — The old doctrine of conspiracy, so frequently used 
against labor organizations, did not seem to cover black-listing by 
employers. Althou gh maiuL .at atoB-l e giBl ate d - ajTainat -blaek-listi ins: .- Bii c b . 
laws ac complished little , . . because this w eapon of manag emen t wa s 
for merly within the law . Overzealous legislation by the Federal Govern- 
ment, like that by individual states, against black-listing was declared 
unconstitutional. A Federal court once ruled that an employer had the 
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right to keep a record of men discharged for union membership and that 
he might lawfully invite its inspection by other employers. ‘ 

This situation h as been drastically altered by the Nationa l Labor 
Relations Act. Emnlove rs-hann ot now~ discharge~em pr6yees merely 
because of their activity in labor o rganiz ations or because of their agita- 
^Ton in industrial disjjutes. Companies have been forced to rehire dis- 
chaji^ed workers and to reimburse them for time lost through such 
discharge when it was subsequently proved to be due to union activity. 

16. Fair List and Union Label. — T hese ar e attempts to organize 
w orkers a s consumers behind t he closed shopTw Eicli organizes them as 
pr oduce rs. The fair T 5t~ and uni on label are weapons ^ employee s 
comparable to employers' wb ite li sts. These peaceful forms of collective 
barMimng may be~mQr e-offectiv.e than the m ilitant weap ons of st rikes 
and lockouts. In contrast to boycotts and yellow-dog” contracts, they 
are neither negative nor repressive. 

The fair list is an enumeration by organized labor of those firms which 
maintain the closed shop and working conditions approved by trade 
unions. Their patronage therefore is requested by all friends of labor. 
Consumers’ leagues likewise maintain lists of firms which manufacture 
their products under favorable working conditions. The aims of such 
organizations are excellent, but they are rarely realized because the 
average consumer will not consult a list of approved firms before making 
purchases. Some distinguishing mark placed conspicuously upon the 
salable commodity is more effective. 

The union label is such a mark placed upon goods manufactured 
by organized labor under union standards of production. It implies 
living wages, reasonable hours, good working conditions, and the absence 
of sweated, juvenile, or convict labor. The union label originated among 
the cigar makers of California as a protest against the employment of 
cheap Chinese labor in this industry. The white label, formerly attached 
to cigar boxes, signified the use of white labor, but it gradually came to 
mean union labor. The cigar makers’ union label was followed by one 
for hatters, one for garment workers, and, finally, by union labels for 
other organized trades in various states of the Union. The use of 
the union label spread geographically from the United States to Canada, 
Great Britain, and Australia. 

The American Federation of Labor has striven to give publicity to 
union labels and to educate its members in the consumption of union- 
made goods. It publishes regularly these various in signia, in its periodi- 
cals. The potential effectiveness of such a weapon among the millions 
of organized workers and their families is apparent. The courts have 

* Boyer v. Western Union, 124 Federal 246, 1903. 
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generally upheld the legality of union labels and pointed out their 
similarity to corporation trademarks. Some states have passed laws 
designed to give especial legal sanction or protection to the use of union 
labels. 

The Blue Eagle of the National Industrial Recovery program of 
1933 was an attempt to white-list firms which complied vnth the new 
regulations. It sought to induce consumers to purchase only from them. 
The Blue Eagle stamped on merchandise was in imitation of the union 
label of workers and the trademark of manufacturers. 

16. Restriction of Output, a. Counterweapon to Pace Setting . — 
Becaiise of the fatiguing nature of modern industrj', organized labo r 
not o nly has reduced its hours of work but also has restricted its units of 
p roduc tion witnm a give n period of time. This action has been defended 
a ^^^a cduhterweanon to the employS^attempt to speed up work ers or 
to stretch ou t their en ergy. Machinery can be geared to such a spppd 
th at mfl.v -. hp. taxed continuously to his utmost exertio n. 

P ace setting can b e done also by employing some exceptionally skillf ul 
workers for the express purpo se of setting a high standard of especially 
r apid prp ducti^ Other workers 'Oa-^the-samg Bia(ihine~~6r~on the jame 
job are urged to Similaf ^^reat production under t^eat of. discharge or a 
c ut in wag es. 

The most flagrant abuses of pace setti ng were to be found i n the 
swe ate3~inHn^.ries. But pace setting has floiirished'alsQ jn some-large 
factori es where w ages have been hig h and hours shorC For example, 
the as^mbly line in automobile ^^nts is conducive to pace setting, 
because each highly specialized worker must do his particular task to 
the tempo of the swift and steady flow of mechanized production. The 
stretch-out was common in textiles mills, which might increase the number 
of looms for which one weaver was responsible. 

Organized labor has replied to pac e setting by deliberate ly limiting 
the nunaber of units of pro duct to be completed witHh'a specified period 
oTtiine Thus the layingL ola certain number of^ bric ks, and no more, 
m igS^e considered a fair day’s work in bricklaying by union worke rs. 
Weav^ might similarly agree to tend so many looms and no more. 
Unorganized and unskilled workers likewise come to a tacit understand- 
ing among themselves about limitation of output. A new worker soon 
learns that he is regarded with suspicion by his fellow employees if he 
works so rapidly that he threatens to “kill the job.” 

Restriction of output has been regarded as a levoling-down process in 
comparison with the leveling-up process of pace setting by speeding up 
or stretching out workers. In the former case, the output of the poor 
worker is the standard of labor; but in the latter case, that of the rapid 
worker is the standard. 
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h. Aims . — Restriction of output has two c hief object ives. TIm firat 
aim is the protection of the worker’s health against the fatiguing char- 
a~c rer of m odenTi naustf^ There is much tohie s'aiJ on this ground in 
favor of a reasonable limitation of output as a necessary weapon of 
defense of labor against speeding up" beyond average human capacity. 

The sec ond aim of restriction of output is less justifiable, for it arises 
f rom the fallacy of making \TOrh.~ It is thousrh t that the rapidTwOTker 
is lessening to o quickly the tot^ amount of labor and that limit^ion 
of outpu t will spreaH ernploymmt OYi ifalbii|gCT period of Time' and wi ll, 
t herefore, cr e ate ad ^tion al work^ Both the introduction of machinery 
and the practice of pace setting, which is often associated with it, are 
viewed by workers as decreasing the “lump of labor.” 

Restriction of output creates additional employment only apparently, 
only temporarily, or only locally. Although at a given time and within 
one particular occupation the amount of work may be limited, this 
attempt to stretch out employment by a restriction of output is a selfish 
and shortsighted policy. Restriction of output tends to raise the price 
of the product, to increase costs of living, and to lower the real wages of 
all workers. At best, one group of woi’kers may profit, but at the expense 
of those who do not practice limitation of output. If all workers prac- 
ticed it, the national income would be decreased and real wages would be 
reduced. 

I n conclusion, it may be said that bqth_inhuman_paGe-6ettiBg-i^ 
e mpl oyers and_ignorant_outpiri restricting by employees are mistaken 
economic policies. Individual capacities and particular_.o.cgU2ation^ 
differ so greatly that any fixed pace or. o.utput may. work injustice, 

17. Limitation of Apprentices. — Mono p olis tic control over the supply 
and, hence,_oy£a:. .the^rme o^ some commodities has long been p ractic ed 
by^pitalists. Monopolistic control over the supply' of certain types of 
labor and, hence, regulation of wages therein has likewise been attempted 
by some workers. Timitation gf n.pprf>nt.inp^ ig a similar attempt to 
create, an ar tificial scarcity in t he supply of a given type of labor so that 
ijBJyage-eaig-be-jaised-tQ-Ur_maintaine(rat~an unnafaiiilFy^Eigh Igyel. 

Both limitation of apprentices and restriction of output are as^old as 
thej nedle^ guTldiT Th an age^'craftsman^^ apprenticeship was 
trade instruction under the personal supervision of a master worker. 
Limitation of the number of apprentices and extension of the period of 
apprenticeship were defended as necessary devices to achieve satisfactory 
instruction in the trade and to maintain proper standards of workmanship 
in the -industry. Power machinery, however, caused replacement of the 
skilled craftsman by the semiskilled machine operator. In most Jaree 
fasiaiie&-tQday._thaJi riginal concept of apprenticeship is a mere fic tion. 
Employers or their plant managers have little time, ability, or inclination 
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to teach new employees their trades. Where the machine has displaced 
the craftsman, the machine helper has replaced the apprentice. The 
terms “apprentice” and “journeyman” in many occupations have 
become mere titles of classification between the older and better paid 
workers and the younger and less experienced ones. The more proper 
terms are machine “operator” and “assistant” or “helper.” 

L imitation of apprentices is defended o n two^roundsifirst^ to improve 
work, an d, second, to r aise wa g^ In spite of the prevalence of the 
machine, some occupations are still done by hand. Illustrations are the 
building traefeij including carpenf^Tplumbing, masonry, and bricklajdng. 
Such work requires skill in the handicrafts which can be developed only 
by manual performance under personal instruction. Boys cannot 
effectively learn these trades if there are too many apprentices to every 
journeyman. Where organized labor is sufliciently strong to express 
itself on this point, a certain ratio of journej’^men to apprentices is 
demanded. Alt hough organized labor has been more interested Jn 
lim iting annrentices than in lengthening app rentic eship, tbe —highly 
skil Edti^es have sough t botlTt hcse fl.ifh^ 7 

..-''^The result of both a limitation of apprentices and an extension of 
apprenticeship is the creation of a relative scarcity of a given type of- 
labor. Raising wages has been the real objective sought, even though 
.^improving workmanship has been the chief aim stressed. 

18. Effectiveness of Collective Bargaining in Raising Wages. — Row 
fa r, if at aU, labor organizations can raise real wages in general is a 
c ontroversial noi^ oFeconomics l Afthough cdlle^venSajgainingTrn o 
longer regarded as conspiracy, it is not always so effect ive as is commonly 
supposed.^ L a5or~ofgaliizatiTm5~OTe~confronted~^^ natural economic 
l awsTas well as vdth man-made statutes. There are econom ic marg ins 
as weU as legal limitations. 

a. Upper and Lower Limits. — Theories of wages were discussed in 
Chap. VII. It will be remembered that the marginal-productivity 
theory, the bargaining theory, and the subsistence theory of wages were 
stressed. T he wage paid for any type o f la bor was regarde d chiefly 
as the result of two forces: first, the scarcity of that type of labor relative 
to, toe demand for it. aiidT second, the brain ing pow e r of tha t pnitlnul ar 
gro ^ of workers. CSHectf ro barga ini ng was v iewed as a de vice by 
means of which labor has sought t(ro vercome t he b argaining disadvan- , 
t ages~bf the 'Riri:^e ~wni^er nnd t^^ insure pi-^ unent of the fu ll m arginal 
product of that type of labor. It is doub tful that collective bargaining, 
even by fughlv organized workers, can secure more than the margina l 
pr oduct of any type of labor.. If a w'orker cannot produce value in 
commodity or service equal to his wage cost that worker will not ordi- 
narily be employed. A group of workers may raise wages arbitrarily 
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to BO high a level that the increased costs of production cannot be absorbed 
in the price of the product, particularly so if demand for the product is 
relatively elastic. In this event the employer may he forced to shut 
his plant temporarily or to go out of business permanently. 

It will be remembered also from previorrs discussion that there is a 
lower physical or social limit to wages, just as the re is a higher economic 
liffvit:. 1 1iis~lower-limit-was r)rigmaHynregarde3~as the physical level of 
s ubsiste nce. It is now regarded~as'1 

of livini 

flemned as a parasitic industry which shoulcTbe put ou 


If an oecuoation c annot pav a de c ent livin g w age it is con- 

it s miser y. 

S ociety must insist on a living wage; it ca nnot tolerat e a djdng wage . 
If submarginal workers cannot earn a mimmum wage, they should be 
regarded as unemployables, to be lifted out of the swift stream of economic 
competition and to be laid on the banks of social rehabilitation. Like 
broken-down and unsafe automobiles, to use a different figure of speech, 
submarginal workers should be ruled off the highways of economic 
progress in the interest of public safety and social welfare; they should 
not be permitted to jeopardize the wages of normal workers or to lower 
their planes of living. This action requires minimum-wage legislation 
by the state; this social philosophy lies behind such political action. 

Betw oen-tha upper-economic limit nf marginal productivity, represent- 
ing profitability, and the lower leg al lim it of minimum-wage legislation , 
e xpressing a_ sQ cial standard of dece nt living, the_ factor of collective 
b argaining can and does affect wages^ ' 

Although some economic theorists question the ability of trade unions 
to raise the general level of real wages above a natural or competitive 
rate, as fixed by the forces of supply and demand, it does not follow that 
collective bargaining is futile, even if it can do no more than secure for 
organized labor its full marginal product. Many labor leaders contend 
t hat collective bargaining on the part of workers is necessitated bv iE e 
bargainin g_disadvanta ges of ind ivirl’ipl w»rk°rR Co llective bargainin g 
p revents employers from taking advantage of the ignorance or halnlflati- 
ness of their workers by paving them wages below their full marg inal 
product, as fixed at any given time and place by the economic forces of 

s up^ and dema nd for~ a~pa i^TilaT-4ype-of-labor, 

b. Monopolistic Practices . — Monopoly power and bargaining st rength 
c an increase the wages of certain groups of workers, but only aT~t he 
e xpense of other workers and the consiiTning public . Many labo r lead- 
e rs, like ordinar y bu sinessmen, are interested in t he economic welfare of 
their own groups, rathe r than in a broad human itarianism. 

' A trade union of suflic ient p ower, let us repeat, can~ restrict the 
numBerof its meiSiers by a limitation of app rentices and-thus create an 
artificial scarcity of that type of labor. By the use of such monopolistic 
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power as the closed shop, accompamcd by the closed union, in which the 
number of apprentices is rigorously restricted, a powerful labor organiza- 
tion can definitely limit the supply of that type of labor. 5fin.cfi-.itJs 
Ttos sible to raise the wages of some particular group of workers in a 
manne r similar to that bv whic h certain industrial monopohes have 
succeeded in raising the pricesMTiheirprorducts by an artificial restrict 
tion oTthe suppl y of those comnio diG ^T 

irthe ^ges of one labor group are raised in such fashion, the frequent 
result is that the prices of those products into -which that labor enters are, 
in turn, raised. Hence costs of living for other workers are increased. 
Money wages must be advanced proportiona tely as costs^ of living 
inef gaie, if r^l wage s are to be maintain ed. Therefore, it is contended- 
that thewEoIe movement is one of a -vicious circle. As money, .wages 
go up7 prices go up, an d real wages are not advanced-. 

If th e money -g ages of some labor grou ps are advanced m or e rapidly 
th arTtEelncrease in the gene ral price leve l, their r eal wages are greate r 
t han before . But unorganized workers have not enjoyed an increase in 
mo ney wage s proportionate to -tHeif increase in costs of living. Hence 
they suffer a reduction in real wages. Thus it is contended that collec- 
tiveim'^'airilng 'merely benefits the organized groups at the expense of 
the unorganized. 

c. Conclusion. — Finally, le t us tu rn to the argunmnt from exp erience . 
It is true that the develop ment of tra de union i sm sin ce the industrial 
re-vol^ution has been accom pan ied by an j^rease not only orinoney’ wages, 
b ut also of real wage s for ]ab.Qr_in.gencr^ .and7T6r~oTganr^d labor in 
p articular . _ T his relationship may not n e cessarily be a caus al one, how- 
e ver, for the greate^ wages of labor today are due toother tEings7 
as mo dern tee fcd ogy and increa-sed control over 'the forces of - natu r e . ^ 
Ne^rtheless, wit hout the development of labo r o rganization s and 
colle ctive negotiati on, it is_veiy likely that labor might not have received 
so large a share rf tlus grea tly ihcFcased natidnaTmeomer’ Today, the 
economic tug of war, represented by the process 6F distribution, is 
between competitors or monopolies of more nearly equal bargaining 
power. 

Summary. — The disadvantages of indmdual bargaining necessitate 
the development of collective bargaining. Its principal objectives have 
been increases in wages, decreases in hours, improvements in working 
conditions, and maintenance of powers of collective bargaining. In 
addition to these primary functions of labor organizations, there are 
secondary functions, such as those of education, recreation, and 
insurance. 

Collective bargaining has been defined as group negotiation instead 
of negotiation by individuals. Orgamzed labor insists that the concept 
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of collective bargaining should include the closed shop and many other 
weapons of organized labor, opposed by associations of employers. 

The open shop is one in which both union and nonunion men may be 
employed. The closed shop, on the contrary, is one in which only 
union men may be employed. Although management claims that the 
open shop is democratic in principle, it has been antiunion in practice. 
Labor leaders view the closed shop or the union shop as essential to the 
preservation of their organizations and of the very principle of collective 
bargaini ng ; they are now demanding m aintenance of union membership. 

Company unions are associations of the employees of particular 
business firms. These organizations follow the lines of management, 
instead of those of craft or industry. Organized labor objects to company 
unions on the ground that they are subservient to the employer. 

Yellow-dog contracts were “volimtary agreements” of the workers 
not to join unions. The signing of such an agreement was sometimes 
made a prequisite of employment. The passage of the Norris-La Guardia 
Act, the National Industrial Recovery Act, and the National Labor 
Relations Act made such coercion and discrimination illegal. 

Employers formerly compiled and circulated black lists containing 
names of workers active in labor organizations or industrial disputes. 
Black lists, like yellow-dog contracts, are now outlawed. 

Counterweapons of workers are their fair lists of employers favorable 
to labor. Union labels are placed on products of the union shop in 
which high wages and good working conditions prevail. Fair lists and 
union labels are attempts of the workers to organize as consumers. 

Unions can raise the wages of their members by such monopolistic 
practices as limitation of apprentices. This creates an artificial scarcity 
in the supply of some types of labor and thus raises their wages. Restric- 
tion of output is an attempt to stretch out employment and to lessen the 
strain of industry due to pace setting by employers. 

Collective bargaining has often raised money wages more than real 
wages and the wages of organized groups at the expense of the unorgan- 
ized. It has limited the field of competition, standardized working 
conditions, and sought to secure for each of its groups its full marginal 
product in wages. Collective bargaining has tended to equalize the 
competitive strength of the two parties to the wage bargain; it has 
matched monopolies of capital within those of labor. 

Questions for Discussion 

1. Differentiate between primary and secondary objectives of labor organizations. 
Illustrate each type. 

2!. What are some of the disadvantages of individual bargaining? Illustrate and 
explain. 
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3. Define collective bargaining. la collective negotiation an equivalent or a 
preferable term? 

4. What practices do you regard as essential to effective collective bargaining? 
^\’hy7 

5. 'What are company unions? Why do they not represent clfeotive collective 
bargaining? 

6. Wliat vras a yellov-dog contract? What makes it illegal? 

7. Make out a case for or against the open shop. 

8. Define and distinguish among the black list, the white list, and the fair list. 

9. How does labor justify restriction of output? Criticize practice. 

10. How does labor justif 3 '' limitation of apprentices? Criticize device. 

Topics for Investigation 

1. Walking delegates or business agents; powers, duties, dangers, and accom- 
plishments. 

2. Open-shop program of employers' associations. 

3. History of the union label. 

4. Restriction of output in specific occupations. 

5. Limitation of apprentices in particular trades. 

6. Effects of recent legislation on yellow-dog contracts and black lists. 
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CHAPTER XVI 


LABOR DISPUTES AND WEAPONS OF COLLECTIVE 
BARGAINING 

PROBLEMS OF INDUSTRIAL CONFLICT 

1. Antecedents of Strikes. — ^Exploitation of the laboring masses by 
the privileged classes is older than recorded history. Collective resist- 
ance by organized groups of oppressed toilers was feeble and sporadic. 
When it did take place, it arose from sheer desperation; it was cruelly 
suppressed by the armed forces of those in power. 

The Israelites were able to strike successfully against their Egyp- 
tian t a skm a sters and to walk out from the job of public construction. 
Although Pharaoh expressed the wish to deal directly with the people, 
Moses intervened as an able leader of his group in its collective negotia- 
tion. The slave insurrections of ancient Rome and the peasant revolts 
of medieval Europe also may be regarded as forerurmers of strikes. 

Before the advent of capitalism, class struggle along economic lines 
broke out between the military classes and the industrial masses, between 
rulers and the ruled, and between masters and slaves. But these forlorn 
struggles of enslaved and exploited workers for a freer life and a better 
lot cannot be called strikes. Early class struggles were often between 
the landed and the landless; they were chiefly agrarian, until modern 
industrialism introduced the machine and the factory system. 

2. Early Strikes. — References to strikes among journeymen and 
other hired craftsmen are to be found in chronicles of the fourteenth 
and fifteenth centuries. The first recorded strike in America was that 
of the journeymen bakers of New York City in 1741 for increased wages. 
These bakers were tried and convicted of conspiracy but apparently not 
sentenced. Other sporadic illustrations of local strikes in various 
handicrafts can be found in the following decades. They were frequent 
in the troubled period before the panic of 1837. 

It was not until after the Civil War, however, that the problem of 
strikes assumed its modern character and present importance. The first 
national labor dispute in the United States was the railway strike of 1877. 
Although the chief disturbances centered about Pittsburgh, riots were 
general. Interstate commerce was crippled and considerable property 
was destroyed; a resort was finally made to the militia. 

3. Extent of Strikes. — Prior to 1881, statistics of industrial disputes 
were incomplete. From 1881 to 1906, however, the U.S. Bureau of 
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Labor Statistics attempted to compile information as to strikes and lock- 
outs. During this quarter century, there occurred 36,757 strikes and 
1,546 lockouts, or an annual average of between 1,000 and 2,000 labor 
disturbances.^ Peak 3 ’^ears were 1894, the year of the Pullman strike, and 
1902, the year of the anthracite miners’ strike. 

The First World War and the period of reconstruction which imme- 
diatety followed it were characterized by an increased number of indus- 
trial disputes. It will be remembei'ed that tliis period was one of inflation 
and rapidly rising prices. Forthe period from 1916 to 1921,® inclusive, 
there were 20,062 strikes and lockouts, a j'early average of over 3,000, or 
about twice that for the period from 1881 to 1905. For the three years 
from 1917 to 1919, inclusive, the yearly average was almost 4,000. The 
peak 3 "ear for number of strikes was 1917 and for number of workers 
involved was 1919. 

The period of relative stability and prosperity between the minor 
depression of 1921 and the major depression from 1929 to 1933 saw a 
decided decrease in the number of industrial disturbances, as recorded 
by the U. S. Bureau of Labor Statistics. Thus, in 1921, there were 
slightly more than 2,000 strikes and lockouts, as compared with over 
3,000 in each of the five preceding 3 'ears (in 1917 over 4,000). In 1922, 
there were slightly over 1,000 strikes. Between 1923 and 1926, the 
annual number of labor disturbances was between 1,000 and 1,500. 
From 1927 to 1932, the annual number of strikes and lockouts was fewer 
than 1,000. 

Many causes of the decrease in labor disturbances in the decade before 
1933 can be cited. The period of stability and prosperity between the 
first two postwar depressions was characterized by increased wages and 
improved managerial policies. Again, the development of company 
unionism and the stagnation of trade unionism during this period made 
for industrial peace. The depression from 1929 to 1933 made strikes 
futile, even in the face of distressing working conditions. 

Immediately follomng the passage in 1933 of the National Industrial 
Recovery Act, which legalized collective bargaining, a sharp increase in 
the number of industrial disputes took place. There was a tendency on 
the part of some emplo 3 ’^ers to avoid recognition of trade unions and to 
circumvent or to ignore the new legislation. On the other hand, organ- 
ized labor, in some cases, turned its new liberty into license by arrogant 
and arbitrary action. In any event, the number of strikes rose suddenly 
and sharply from an average annual level about the 1,000 mark to the 
former high levels of 2,000 or 3,000 a year. To be more exact, from 
Jan. 1, 1933, to Jan. 1, 1939, a period of six years, there were in the United 
States almost 15,000 strikes, involving over 7 million persons and result- 

* Twenty-firit Annual Report of U. S. Commissioner of Labor. 

* Monthly Labor Review, May, 1922. 
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Stbikbs in the United States' 


Year 

Num- 
ber of 
strikes 

Workers 

involved 

Man-days 

idle 

Year 

Num- 
ber of 
strikes 

Workers 

involved 

Man-days 

idle 

1917 

4,450 

1,227,254 


1929 

921 

288,572 

5,351,540 

1918 

3,353 

1,239,989 


1930 

637 

182,975 

3,316,808 

1919 

3,630 



1931 

810 

341,817 

6,893,244 

1920 

3,411 



1932 

841 

324,210 

10,502,033 

1921 

2,385 



1933 

1,695 

1,168,272 

16,872,128 

1922 

1,112 

1,612,562 


1934 

1,856 

1,466,695 

19,591,949 

1923 

1,553 

756,584 


1935 

2,014 

1,117,213 

15,456,337 

1924 

1,249 

654,641 


1936 

2,172 

788,648 

13,901,956 

1925 

1,301 

428,416 


1937 

4,470 

1,860,621 

28,424,857 

1926 


329,592 


1938 

2,772 

688,376 

9,148,273 

1927 


329,939 

26,218,628 

1939 

2,613 

1,170,962 

17,812,219 

1928 



12,631,863 

1940 

2,508 

576,983 

6,700,872 


1 17.3. Department of Labor, Bureau of Labor Statistics. 


ing in a loss of production estimated at about 100 million man-days. The 
peak year was reached in 1937, which rivaled 1917 with over 4,000 strikes; 
during the following years the number of strikes decreased. 

The outbreak of the Second World War in 1939 and the involvement 
of the United States therein in 1941 necessitated a program of industrial 
production for national defense which would brook no interruption 
because of industrial conflict. Although antistrike legislation was 
promptly presented in Congress it was not immediately passed. Strikes 
were outlawed by mutual consent and by the national patriotism of both 
labor and capital without formal written statutes. 

4. Nature of Strikes and Lockouts. — The U.S. Department of Labor 
has defined a strike as “a concerted withdrawal from woric by a part or 
all of the employees of an 'establishment, of several establishments^,to 
e^drce a demand on the part of the employees.” The counterweapon 
of' the employer is the lockout. Both are manifestations of industrial 
unrest and represent conflict instead of cooperation. 

The causes of strikes and lockouts are similar; the result is the same, 
viz., a cessation of work. In the former case the initiative lies with the 
employees; in the latter case, with the employer. This distinction means 
little, however, for employers can create conditions which result in strikes 
and employees can create conditions which result in lockouts. A 
thoughtful analysis of the causes of industrial warfare requires more 
knowledge than merely which party to the conflict fired the first gun or 
made a prior declaration of war. 

6. Kinds of Strikes. — Strikes may be either positive or negative. 
They are said to be positive if the workers are de manding improved 
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conditions of labor and negative if they are striving merely to maintain 
existing standards. A similar distinction is that between attack strikes 
and defense strikes. 

Strikes ma 3 ' be classified according to their extent, as well as according 
to their purpose. Thus there are local, national, and international 
strikes. Local strikes are those which are confined to a particular plant. 
National strikes affect an entire industry and are operative throughout 
the country. Illustrations are some coal and railroad strikes. Inter- 
national strikes are relath^ely rare, although the effects of a national 
strike may be international. 

The general strike involves the cessation of work in all industries. 
Such a drastic measure can be explained only in terms of such far-reaching 
objectives as the overthrow of the existing economic system. A sym- 
patheiic strike is the cessation of work by employees in other industries 
than the one in wliich the strike originated. It is apt to be unsuccessful 
and is rarclj' used by the trade unions belonging to the American Federa- 
tion of Labor. An outlaw strike is one conducted by a militant minority 
without approval of officials of the union and without support of the 
majority of its members. 

6. Causes of Strikes. — Industrial disturbances, like international 
conflicts, have many causes. These are frequently so blended that it is 
difficult to isolate a single cause or to distinguish between immediate and 
remote causes. Some leading causes of industrial unrest were indicated 
in prcAdous chapters; the aims and policies of unions were discussed in 
the preceding chapter. 

Frequent causes of strikes are to bo found in labor’s demands for an 
increase in wages, for a decrease in hours of work, and for a recognition 
of the union. The chief cause of over half the strikes from 1881 to 1905 
was a demand for liigher wages or a protest against lower wages. 
Although still the clucf cause of industrial disputes, the wage question 
seems to be declining in relative importance as compared with purely 
union causes of strikes, such as a demand for recognition, status, or 
jurisdiction. 

The U.S. Bureau of Labor Statistics classified the causes or combina- 
tion of causes of almost 25,000 strikes occurring between 1916 and 1926. 
As a group, wage issues, cither singly or combined \vith other issues, 
figured in fully three-fifths of all cases. The matter of hours of work was 
the sole cause in only 4 per cent of the total, and one of several issues in 
only 12 per cent of the total. Recognition and other union issues con- 
stituted the chief causes in scarcely one-fifth of the total number. 

The passage of the National Indu.strial Recovery Act was followed 
not only by an increased number of labor disturbances, but also by a 
change in their causes. Industrial disputes coming before the newly 
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created National Labor Board involved failure of the employer to recog- 
nize the union or to grant collective bargaining, interference with union 
campaigns, discriminations against union members, and other violations 
of Sec. 7a of the National Industrial Recovery Act in approximately 
three-fourths of all cases coming before the national and regional boards. 
The wage issue lost, temporarily at least, its former primacy as the cause 
of labor disputes. 

Strikes constitute militant and organized protests against existing 
industrial conditions; a high rate of labor turnover represents a passive 
and unorganized protest. Strikes are symptoms of industrial unrest 
in the same way that boils are symptoms of a disordered system. Some- 
thing more than mere alleviation or temporary relief is necessary in both 
cases. 

The growing strength of organized labor is making the strike a more 
formidable device of collective bargaining. It is an economic weapon, 
the continued use of which has serious consequences, not only to labor and 
capital, but also to the general public. Recent strikes or threats to 
strike in key industries, such as the coal mines and the railroads, have 
made the problem one of great national importance. Causes of strikes 
must be studied and an attempt made to avert them; it is also necessary 
to regulate strikes by the elimination of illegal methods and unsocial 
practices. 

7. Significance and Success. — Strikes are symptoms of industrial 
unrest, which is most acute in periods of economic readjustment. In 
periods of industrial recovery and prosperity strikes are likely to be 
numerous but short; in periods of depression they are apt to be more 
serious and protracted. On the whole, prosperity and recovery are more 
productive of labor disputes than are depressions. Hence strikes have 
been called growing pains of industrial and social progress. 

The success of a strike is difficult to measure. There are indirect, as 
well as direct, results. Gains achieved must be balanced against losses 
sustained. The success of a strike is conditioned by the strength of the 
union and the state of public opinion. It is conditioned also by the phase 
of the business cycle. 

In periods of industrial prosperity, workers are more successful than 
employers, while in periods of business depression employers are more 
successful. In 1917, for example, employees won twice as many strikes 
as employers; while in 1921 the ratio was practically reversed. In 
periods of prosperity, employers are more willing to concede to the 
demands of their workers; they do not wish to close their plants and they 
may be able to pass on the additional costs in the form of higher prices of 
goods. In periods of depression, on the contrary, employers may be on 
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the verge of closing their plants because of lack of, or slack in, business; 
they find it difficult to assume or to pass on additional costs. 

It has been contended that the proportion of successful strikes has 
been decreasing. This was explained in terms of an increasing centraliza- 
tion in the control of capital. Such a generalization, however true in the 
period between the First World War and the great depression following 
1929, did not seem to be true of the period of reconstruction following 
1933. 

8. Legality of Strikes. — The legal status of unions and the right of 
labor to organize are now assured. Nevertheless, not all methods of 
collective bargaining or all practices of labor organizations are legal. 

a. Aim and Method . — The legality of a strike, like that of many other 
human actions and social relationships, depends on both its purpose or 
intent and its means or method of conduct. A collective cessation of 
work in a peaceful manner is recognized as legal, where the aim is an 
improvement in the wages, hours, and working conditions of the 
employees concerned. On the other hand, if the primary purpose of a 
strike is deliberate injury to an employer or his nonunion workers, such 
a strike would be regarded as illegal. Moreover, a strike, to be legal, 
should be free from coercion and intimidation; violence is condemned and 
not condoned at law. 

There is a paradox involved in such a statement of the legality of 
strikes. This difficulty cannot be avoided, for there is necessarily a 
conflict in aU labor disputes, not only of economic interests, but also of 
legal rights. It would seem that workers possess the right to quit work 
collectively when the purpose of such a strike is an improvement of 
working or living conditions. But such an act is bound to be one of 
implicit coercion, if not of explicit intimidation. Hence it conflicts with 
the employer’s legal right to do business and to have free and unrestricted 
access to the labor and commodity markets. An effective strike must 
necessarily injure the business of the employer against whom it is con- 
ducted. But if the injury is incidental and not malicious in extent, and 
if the primary purpose is an improvement in the working conditions of 
the employees concerned, such a strike would not generally be considered 
illegal. 

h. State and Industry . — ^Laws concerning the legality of strikes vary 
from state to state and from industry to industry within a given state. 
Moreover, judicial interpretations have changed from time to time 
and they have differed from place to place. Court decisions have been 
neither clear nor consistent concerning the legality of strikes, even within 
a particular state and a specific industry. Finally, methods of conduct- 
ing strikes have changed and this old problem has presented constantly 
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new facets. For example, the sit-down strike and the slow-down strike 
presented novel legal problems to administrators, legislators, and jurists 
who had been accustomed to regard strikes as walkouts. 

Strikes in essential industries were forbidden in Kansas when the 
compulsory arbitration of industrial disputes was in force in that state. 
On the other hand, most peaceful strikes were legal in California^ where 
the law slighted the intent of strikes but stressed their method of con- 
duct; it sought chiefly to eliminate violence, intimidation, and coercion. 

The legality of a strike depends on the industry, as well as on the 
state, in which it occurs. There has been opposition to strikes of govern- 
mental workers and public-utility employees. Thus the strike of the 
Boston policemen in 1919 was condemned. A more recent but equally 
flagrant case was the short but serious black-out of Kansas City in 1941 
by the wanton strike of a few electricians who refused to remain at work 
pending settlement of their grievances. A strike of railroad workers 
likewise would paralyze the industrial life of the nation and cause untold 
suffering. It would seem that the essential nature of an industry must 
limit the right to strike, rather than merely increase its potential effec- 
tiveness. Such was the thought behind the Kansas compulsory-arbitra- 
tion law. 

c. ResponsibiUty and Reasonability . — Although strikes may be illegal, 
it is difficult to prevent them. An individual possesses the right to quit 
work, and to compel him to continue employment against his will would 
be involuntary servitude. But inducing others to quit work is a different 
matter; the law may condemn such collective action as conspiracy. 
Inducing employees or agreeing with other employees to stop work is 
difficult to prove, however, for the cessation of labor may appear to be 
as spontaneous as it is sudden. In such cases, the courts have decided 
that the chief responsibility must fall on the agents or officers of the labor 
organization most directly concerned. By such rationalization a union 
official was sent to prison for violation of the Kansas antistrike law, which 
was subsequently declared unconstitutional. 

Although legislative statutes and court decisions differed, there were, 
before the New Deal of President Roosevelt, some broad principles of 
agreement. By and large, those strikes directly involving wages, hours, 
and conditions of work were generally regarded as legal. On the other 
hand, strikes to gain the closed shop, strikes to eliminate the use of 
nonunion materials, and sympathetic strikes were frequently, but not 
universally, regarded as illegal. 

9. Methods of Striking. — Strikes were formerly referred to as walk- 
outs, for that was the technique employed. Organized dissatisfaction 
with conditions of employment and collective agreement to protest them 
were expressed by leaving the plant in a body on a given signal or at an 
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agreed time. Except for factory guards and a small maintenance crew 
the workers remained outside the plant and did not return inside it 
until the strike was terminated and work was resumed. 

The sit-doiim strike, however, employed a different technique from 
that of the earlier and more conservative walkout. Workers stayed 
inside the plant and remained on the premises of their employer, where 
thej'^ ceased to work and refused to permit other employees to take their 
places. By the sit-down strike private property of owners of mills and 
factories was seized, temporarily at least, by the workers. There were 
alwaj’s coercion and intimidation; there were frequently violence and 
damage. Resistance by the employer to the appropriation of his prop- 
erty or obstruction of food and other supplies to the idle employees 
inside the factory was the spark which fired the conflagration. 

The sit-do-nm strike originated in France. It was introduced into 
America by the Congress of Industrial Organizations as a means of 
securing unionization of workers and compliance with their demands. 
The United Automobile Workers utilized the sit-down strike in 1937 
against the General Motors Corporation in many of its plants in and 
about Detroit. The novelty and the success of this action produced an 
epidemic of sit-do-wm strikes. Industry was threatened with sudden 
paralysis; capital sought escape from, if not security in, private enterprise; 
a short but sharp business reeession shook the country. Although the 
illegality of the sit-dowm strike Avas apparent even to most laymen, some 
governmental officials were loath to commit themselves by word or deed. 
Those sympathetic to the sit-down strike contended that the laborers 
had a property right to their jobs which Avas just as sacred as the property 
right Avhich capitalists had to their machinery and factories. Finally, in 
1939, the Supreme Court of the United States rendered an authoritative 
decision* which declared the sit-down strike to be illegal. Employees 
who engage in sit-down strikes and resist efforts of police to oust them 
from factories lose their status as employees and the prmleges afforded 
them as such by the National Labor Relations Act. 

The sit-doAvn strike in the General Motors plants was followed by 
the slow-down strike in the factories of the Chrysler Motor Company. 
Employees did not Avalk out of those plants, but remained at their places; 
they did not cease work but continued at their tasks at a slow rate of 
speed. Proof of concerted action lay in the fact that one out of every 
several cars would come through the assembly line in an unfinished 
condition. In the face of such a situation the officials of the company 
closed down some of their plants. Industry could not operate against 
sabotage in the form of the slow-down strike. Arguments for and 

* National Labor Relalvms Board v. Fanateel MeUdlurgical Corporation, 306, U.S. 
240, 1939. 
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against the slow-down strike are identical with those advanced for and 
against restriction of output, discussed in the preceding chapter. 

10. Strikebreaking and Picketing, a. Significance . — Danger threat- 
ens when an employer endeavors to keep his plant running by filling the 
vacant places of strikers who have walked out ivith nonunion workers 
who have been recruited to march in. Strikebreakers are groups of 
laborers who may be rushed from place to place as occasion demands. 
These industrial mercenaries are composed chiefly of casual and migratory 
workers; they include the reckless and indifferent elements in the laboring 
population. Organized labor has attached the stigma, scab, to strike- 
breakers. They are hated more intensely than the employers themselves, 
to whom they are regarded as having sold out. Strikebreakers are 
viewed as taking bread out of the mouths of organized labor and must 
frequently work under the protection of plant guards. 

Picketing is an attempt of strikers to persuade employees remaining 
at work to join the strike. Pickets are placed near the entrances and 
exits of the plant, where they attempt to dissuade employees from going 
to or continuing at work. Picketing may extend from peaceful per- 
suasion to intimidation and violence. It may go from the borders of the 
plant into the homes of the workers. The scab may be subjected to 
numerous difficulties and dangers; he may be unable to secure food or 
lodging; he may find his home or his head damaged by an unseen hand. 

b. Legality . — ^The Trades Disputes Act of 1906 legalized peaceful 
picketing in Great Britain. In the United States, peaceful picketing 
has likewise been legal; this view was confirmed by the Clajrton Act of 
1914. On the other hand, intimidation and coercion have been con- 
demned. Of course, deeds of violence, such as attempts to destroy 
property and efforts to terrorize employees remaining at work, are 
criminal acts or conspiracies. Peaceful picketing without these attend- 
ant evils is rare. Consequently, the courts have found it necessary to 
define just what picketing may include and what it must exclude. 

Former Chief Justice Taft delivered an important decision of the 
United States Supreme Court on the subject of picketing. He pointed 
out that there are limits beyond which even persuasion may not go with- 
out violating the rights of others. “Persistence, importunity, following, 
and dogging become unjustifiable annoyance and obstruction which is 
likely to savor of intimidation.” The number of pickets that might be 
stationed at each point of ingress or egress was limited to one. The 
worker must be approached singly and not collectively in order for the 
element of coercion to be absent. “Appeals should not be abusive, 
libelous, or threatening.” ‘ 


^ American Steel Foundries v. Tri-city Central Trades Council, 257 U.S. 184, 1921, 



LABOR DISPUTES AND WEAPONS OF COLLECTIVE BARGAINING 393 


The laws and judicial decisions of different states on picketing are as 
varied as those on striking. California courts have condemned the prac- 
tice of picketing as intimidation, despite the fact that the laws of that 
state have legaUzed strikes conducted in a laudul manner. Several 
other states have passed laws which make mass picketing illegal. The 
thought behind such laws and judicial decisions is that effective picketing 
involves coercion. 

11. Nature and Types of Boycotts. — boycott is an organized refusal 
to purchase or to use the goods of an obnoxious producer. It has some- 
times been exercised by the public at large as a protest against high 
prices and monopolies. It has commonly been used by groups of workers 
and unions to bring a recalcitrant employer to terms. 

The simple or primaiy boycott is a refusal by a particular group of 
employees to buy an article produced by their employer, who is, in their 
judgment, unfair to workers. The secondary or compound boycott is 
one which involves other employees or trade unionists than those directly 
interested in the particular labor dispute. Wlien the members of a 
union seek to extend the boycott from their own membership to the 
general public and strive to prevent a third party from buying or using 
products of the boycotted firm, a primary boycott becomes a secondary 
boycott. 

The boycott can be used by the workers as producers, as well as 
consumers. Union employees in one establishment, for example, may 
refuse to fashion products from another plant in which the open shop 
prevails or in which a labor dispute persists. 

The success of a boycott, like that of a strike, depends on the strength 
of the particular union and on the solidarity of all organized labor. 
Both strikes and boycotts may involve many disinterested individuals; 
they may cause great general hardship and severe financial loss. In a 
bitter streetcar strike, for illustration, storekeepers were advised not to 
sell to individuals who patronized the cars. Thus the boycott and the 
strike went on simultaneously; both gradually reached out to all citizens 
of the community. Historic boycotts were those directed against the 
products of the Bucks Stove and Range Company and the Loewe Hat 
Company. Stores in strong labor communities were forced to discon- 
tinue the products of these manufacturers; failure to comply with this 
temporary interdict of organized labor meant loss of general patronage 
on all goods carried by the local stores. 

12. Legal Status of Boycotts. — Under the common law, the legality 
of a boycott, like the legality of a strike, depends on its intent. In the 
absence of Federal legislation on the subject, many conflicting state laws 
were passed. The only common agreement and the generally accepted 
principle seemed to lie in fairly consistent court decisions that boycotts 
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were illegal where a deliberate and malicious attempt to injure an 
employer was found. 

The manner of conducting a boycott is of even more significance. 
An individual may refuse to patronize a given firm, but a group of 
individuals may not organize to accomplish this objective collectively. 
The power to harm is greater and the element of conspiracy is present in 
such collective action. But in order to be effective, boycotts necessitate 
the persuasion of third parties. Secondary boycotts, nevertheless, may 
be construed as conspiracies which limit the constitutional guaranties to 
citizens of liberty and property. 

If free from malicious intent and from deliberate attempt to coerce 
third parties, the bo 5 '-eott has generally been viewed as legal. Siich a 
boycott, however, is as rare as peaceful picketing and chivalrous warfare. 
The most effective boycott is the secondary boycott, which is illegal. 

Secondary boycotts have been viewed also as interferences with 
interstate commerce. The passage of the Sherman Act of 1890 meant 
that secondarj'^ boycotts might be indicted as combinations in restraint 
of trade. Such was the ruling in the Danbury Hatters case, in which 
the Supreme Court of the United States awarded the Loewe Hat Com- 
pany triple damages as provided by the Sherman Act.^ As a result 
of this decision, the American Federation of Labor discontinued the 
“We Don’t Patronize” list in its official journal, for fear that such a 
list might be construed as an illegal secondary boycott and as a combina- 
tion in restraint of trade. 

The Cla 3 rton Act of 1914 declared that labor unions, as such, should 
not be viewed as combinations in restraint of trade within the meaning 
of the Sherman Act, although redress could still be had by any party 
injured by a violation of the antitrust laws. It remained for the courts 
to show that the Clayton Act had not changed materially the legal 
status of boycotts. 

The United States Supreme Court, in the case of the Duplex Printing 
Press Company,® held as illegal boycotting by individuals other than 
those directly concerned in the dispute and especially the inducing of 
others to boycott. The right of injunction against these activities was 
sustained, despite the limitations imposed on injunctions by the Clayton 
Act. 

This attitude was reaffirmed in the Bedford Stonecutters’ case of 
1927.® An injunction had been issued against the General Stone-cutters’ 
Union, with local branches in many states, restraining it from ordering 

‘ Loewe v. Lawler, 208 U.S. 274, 1908. 

• Duplex Priming Press Company v. Derring, 254 U.S. 443, 1921. 

* Bedford Cut Stone Company v. Journeymen Stone Cutters’ Associalum, 274 U.S. 
37, 1927. 
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its members not to work on stone produced by the Bedford Cut Stone 
Company. Although tliis boycott was a peaceful one, the opinion of the 
court was that the restraint imposed by the union was unlawful under 
the Sherman Act. The precedent of the Duplex case was cited by the 
court in its contention that bojmotts had not been made immune or 
injunctions impotent by the Clayton Act. 

13. Injunctions in Labor Disputes. — An injunction is an order from 
a court in equity to a particular indi^ddual or to various individuals to 
do or to cease from doing certain specified tilings. The judge issues the 
order, determines whether or not it has been disobeyed, and fixes the 
penalty for disobedience. Anjmne who violates such a court order 
becomes guilty of contempt of court and may be punished summarily 
without trial by jury. 

The injunction is designed to prevent irreparable injury to persons or 
property pending final determination of rights. Such cases in equity 
generally involve injuries for which there is no legal redress and for 
which there is no statutory punisliment which can subsequently be 
inflicted. Instead of being reserved for emergencies and rare situations 
for which the law provides neither immediate relief nor specific penalty, 
the use of the injunction has become common and routine. It has been 
utilized frequently and sometimes improperly in labor disputes. Instead 
of speeif 3 ung a particular act or acts, “blanket” injunctions have been 
issued. Moreover, thej'^ have been used to enforce, rather than to sup- 
plement, the law. 

The historic Debs case emerged as one of the first uses and one of the 
most flagrant abuses of the injunction in labor disputes. It grew out 
of the strike of 1894 which the American Railway Union was conducting 
against the Pullman Company. The public suffered from an inter- 
ference with interstate commerce and a delay of the mails. Accordinglj’’, 
the court issued an injunction against officials of the union and any other 
persons from interfering with interstate commerce and the transportation 
of the mails. Disobedience of this order was punished as contempt of 
court, in spite of the fact that under existing Federal statutes inter- 
ference with the mail was already specified as a crime. The injunction 
further enjoined any persons from “compelling or inducing by threats, 
intimidation, persuasion, force or wolence any railroad employees from 
quitting work.” For a violation of tliis injunction Eugene Debs was 
tried for contempt of court and sentenced to a prison tcrm.‘ 

Another flagrant abuse of the injunction was by the Bucks Stove and 
Range Company'-, whose employees had been utilizing a boycott in order 
to unionize the workers in its plant. A court writ was secured against 
this boycott of the products of the Bucks Stove and Range Company 

* In re Debs, 158 U.S. 564, 1895. 
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on the part of “the officers of the American Federation of Labor, officers 
and members of affiliated unions, friends, sympathizers, counsel, con- 
spirators, and co-conspirators.” They were forbidden to refer by 
printed, written, or spoken words to the allegedly unfair practices of the 
company and even to the very existence of an industrial dispute. Such 
a court order prevented the circulation of the proceedings of a convention 
of the American Federation of Labor. If literally carried out, it would 
have terminated many constitutional guaranties to citizens. Freedom of 
speech or of the press was to be denied when used to promote such an 
illegal conspiracy as a secondary boycott. As a result of the injunction 
issued in the Bucks Stove and Range case, Messrs. Gompers, Mitchell, 
and Morrison were indicted and given jail sentences for contempt of 
court. One of the offenses alleged against them was the “printing of the 
text of the injunction in the Federaiionist.’’^ 

Two of the most drastic injunctions in labor disputes were secured by 
the Federal Government itseK by its own Department of Justice. One 
was obtained in 1919 imder the Food and Fuel Control Act. It pro- 
hibited the officers of the bituminous-coal miners from calling a strike, 
directing it, or even touching the union funds in bank for strike benefits. 
The other was an injunction issued in 1922 against railway shopmen; 
the court order forbade officials of the union to issue instructions or to 
encourage cessation of work; it referred to the strike as a conspiracy to 
disobey the findings of the Railroad Labor Board. 

14. Criticism of Injunctions. — Organized labor has objected to 
blanket injunctions and to their issuance when no emergency justifies the 
sacrifice of due process of law. The abuse of the injunction leads to the 
sacrifice of the constitutional guaranties of freedom of speech and freedom 
of the press. It is contended that full publicity as to working conditions 
is desirable and that the injunction is often used to suppress such dis- 
semination of information. Has not a person or combination of persons 
the right to make public the fact that a certain firm pays low wages, 
works long hours, or opposes the closed shop? If an individual’s business 
is injured, that is incidental and not malicious; the real intent is an 
improvement of working conditions. 

16. Restriction of Injunctions, o. Clayton Act . — The Clayton Act 
attempted to place restrictions on the use of the injunction and to remove 
restrictions from the use of the boycott. It provided that injimctions 
issued by Federal courts should not prohibit stopping work, peaceful 
picketing, or refusing patronage, whether done singly or in concert. 
Moreover, a jury trial was to be allowed in contempt-of-court cases 
where the offense was indictable as a statutory crime. No preliminary 

* Gompers v. Bucks Stove and Range Company, 221 TJ.S. 418, 1911. 
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injunction should be served without notice, unless it was evident that 
immediate and irreparable injury would result. 

Judicial decisions, some of which were cited in preceding sections, 
interpreted the Clayton Act as neither restricting injunctions nor extend- 
ing boycotts. Even if enforced or enforceable, the restrictions on 
injunctions embodied in the Clayton Act applied only to Federal courts 
and not to state courts. 

h. State Laws . — State le^slation likewise attempted to limit injunc- 
tions and to prevent their abuse. But these efforts at first met with 
little success. An anti-injunction law, passed in 1913 by the state of 
Arizona, was declared unconstitutional by the Supreme Court of the 
United States in 1921. Within more recent years, however, many states 
have passed laws which limit the use of injunctions and which prevent 
their abuse in labor disputes. Most of these state statutes were in 
imitation of the Norris-La Guardia Act. They were passed after the 
courts ruled that this Federal statute was restricted to interstate com- 
merce and that its limitations on injunctions were applicable only to 
Federal courts. 

c. Norris-La Guardia Act . — ^As a result of frequent and flagrant abuses 
of the injunction in labor disputes and of the failure of Supreme Court 
decisions to suppress or to limit these abuses. Congress passed the 
Norris-La Guardia Anti-injunction law of 1932. Section 4 of this law 
provides that no Federal court may issue an injunction to prohibit 
workers, singly or collectively, from ceasing or refusing to work; from 
becoming or remaining a member of a union, regardless of any previous 
promise not to afliliate theremth; from paying or withholding strike or 
unemplo 3 Tnent benefits; from aiding by lawful means any person partic- 
ipating in a labor dispute who is involved in court action; from giving 
publicity to the facts of any labor dispute by advertising, speaking, or 
patrolling or any other method not involving fraud or violence; from 
assembling peacefully or organizing to act in promotion of labor interests 
in a labor dispute; from advising or urging without fraud or violence 
other persons to join with them in doing or not doing any of these acts. 

Section 6 of the Norris-La Guardia Act attacked the former doctrine 
of conspiracy and denied that acts lawful when done singly were unlawful 
when done collectively. Section 6 removed blanket liability from the 
backs of union officials for damage done during labor disputes. These 
features of the Norris-La Guardia Act, it will be remembered, were dis- 
cussed in Chap. XIII. 

Economic and Social Losses of Industrial Conflicts. — Attempts 
to compute the cost of industrial conflicts are as numerous and as dubious 
as attempts to estimate the cost of international wars. The U.S. 
Bureau of Labor Statistics estimated that the total loss due to strikes 
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and lockouts from 1881 to 1900 was almost a half billion dollars. This 
is a ’irge lump sum, but it becomes very small when divided among the 
number of people concerned or spread out over these 20 years on a weekly 
basis. According to a labor leader, the total loss in employment due to 
strikes from 1881 to 1900 amounted to 194 million days, but, when spread 
over the 20 3'’ears and among the large number of workers affected, it 
amounted to less than 1 day per year per adult worker.^ The average 
industrial worker loses 20 days a year from illness, accidents, and various 
personal reasons. When compared with the total volume of unem- 
ployment, that due to strikes and lockouts is relatively slight, especially 
when “shutouts” are substituted for “shutdowns” in slack seasons. 

The indirect losses of industrial conflicts are probably greater than the 
direct losses, and their social costs may be heavier than their economic 
burdens. One of the most serious features is the disorder which often 
accompanies strikes and lockouts. Conservative labor leaders deplore 
the "e of violence, which frequently acts as a boomerang and which 
r ofteix’ienates public sympathy. Revolutionary unionism, on the other 
handjondones the use of open or secret force. Much of the disorder 
whicSijcompanies strikes can be ascribed to neither the employers nor 
udd striking employees. It is the malicious mischief of restless and reck- 
less elements in the community which have no regard for law and order 
and which care little for either human or property rights. 

Although labor leaders have asserted that troops have been employed 
to break strikes and to weaken unions, such measures become necessary 
when the civil authorities are not able to cope with the local emergency. 
In times of grave disorder. Federal aid can be requested, for the Con- 
stitution jjrovides that a republican form of government shall be guaran- 
teed to the individual states. Industrial conflict may not only result 
in a destruction of life and property, but it may also endanger, for a 
time, the very existence of a democratic form of government. 

Summary, — Strikes are weapons of last resort in the warfare between 
organized labor and capital. They are symptoms of industrial unrest 
common in periods of economic adjustment. Strikes were frequent 
in the closing decades of the past century and in the opening decades 
of the present century; they were frequent also during the First World 
War and the readjustment period immediately following it. The 
number of these industrial disturbances decreased markedly between 
1922 and 1932, but economic recovery and the legalization of collective 
bargaining were accompanied by an increase in strikes. The national 
defense program of the Second World War required rapid and uninter- 
rupted production; it was featured by an armistice between labor arid 
capital instead of antistrike legislation. 

' Mitchbu., J., “Organized Labor,” pp. 309-310. 
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The chief cause of strikes has been the desire for increased wages or 
opposition to decreased wages. Secondary causes have been demanfJs for 
shorter hours and better working conditions. An increasingly important 
cause of strikes has been controversj^ over rights and powera of collective 
bargaining. 

Strikes are more numerous and successful in periods of prosperity 
and rising prices. They are less numerous and successful, although 
more serious, in periods of depression and falling prices. 

The legality of a strike depends on its intent and on its method of 
conduct. A collective cessation of work in a peaceful manner is legal, 
where the aim is an improvement in wages, hours, and working conditions. 
The legalitj’’ of strikes and especiall}’^ of weapons of collective bargaining 
has varied from state to state, from time to time, and from industrj’^ to 
industry'. 

Strikebreaking is the substitution of unorganized workers for uhion 
employees who have gone on strike. It is apt to result in violei^ and 
disorder. Picketing is an attempt of strikers and union symprf;:jfiSzers 
to persuade w’orking employees to quit work and to join the> strike. 
Picketing is lawful if free from the intimidation and coercion whigh often 
accompany it. 

Boycotts are organized refusals to purchase goods or to use the 
materials of those employers who are hostile to organized labor. A pri- 
maiy boycott concerns only those who are parties to the dispute. A 
secondary boj'cott involves the general public. Primary boycotts have 
generally been considered legal; secondary boycotts have frequently been 
viewed as combinations in restraint of trade. 

An injunction is an order from a court in equity to an individual or 
a group to do or to refrain from doing certain things. The violator of an 
injunction may be punished summarily for contempt of court. The 
original purpose of the injunction \vas to afford immediate relief against 
a threatened loss of life or property until an adjudication of rights could 
be made in the absence of a statute specifically covering the case. But 
blanket injunctions have frequently been is.sued in labor disputes to 
restrain individuals from acts which are already specified as statutory 
offenses or which are in accord wth constitutional guaranties. Organized 
labor has bitterly criticized the abuse of injunctions in industrial 
disputes. 

The Norris-La Guardia Act of 1932 restricted the power of Federal 
courts to issue injunctions in labor disputes. It also attacked the doc- 
trine of conspiracy and limited the liability of labor organizations 
involved in industrial disputes. 

Many attempts have been made to estimate in monetary terms the 
costs of strikes, the average annual charge of which against American 
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industry as a whole must run into millions of dollars. Even more serious 
than these economic losses, however, are the social costs of industrial 
conflicts, such as deeds of violence and class hatred. This chapter on 
industrial conflict will be followed by one on industrial peace, in which 
various methods of preventing and settling industrial disputes will be 
explored. 

Questions for Discussion 

1. a. Give some antecedents of strikes. 

5. How were these early economic conflicts similar and dissimilar to modem 

strikes? 

2. o. What periods have been characterized by frequent strikes and what by 
infrequent strikes? 

b. Give reasons. 

3. When are strikes apt to be successful? When unsuccessful? Why? 

4. Outline different types of strikes. Distinguish among them. 

5. On what points does the legality of strikes depend? Explain and illustrate. 

6. Discuss the legality of picketing and the advisability of strikebreaking. 
Illustrate. 

7. Explain the nature, types, and legality of boycotts. 

8. a. What is an injunction? 

b. Explain its purpose and defend its use. 

9. How have injunctions been abused in labor disputes? Illustrate. 

10. Give the main purposes and chief provisions of the Norris-La Guardia Act. 

Topics for Investigation 

1. Causes of strikes and their changing character. 

2. Economic and social costs of industrial conflicts. 

3. Sympathetic strikes and the general strike. 

4. Sit-down and slow-down strikes. 

5. Railway strikes of 1877 and 1894. 

6. Debs case of 1895. 

7. Anthracite strikes. 

8. Industrial conflicts in the bituminous mines. 

9. Danbury Hatters case. 

10. Bucks Stove and Range case. 

11. Duplex Printing Press Company case. 

12. Bedford Stonecutters’ case. 

13. Effects of the Clayton Act on labor’s powers of collective bargaining. 

14. Effects of the Norris-La Guardia Act on labor’s powers and privileges. 
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CHAPTER XVII 

INDUSTRIAL CONCILIATION AND ARBITRATION 


PROGRAMS OF INDUSTRIAL PEACS 

1. Change of Attitude. — The laissez-faire philosophy of government 
was possible as long as competition prevailed, industries were small, and 
workers were unorganized. The development of modern industrialism 
has made such an economic philosophy no longer tenable, for monopolies 
of both capital and labor have arisen, supercorporations have grown up, 
and powerful unions have been formed. Rich associations of employers 
are now balanced by strong labor organizations. Predatory practices 
and militant tactics have been utilized by both sides. The economic and 
social costs of industrial conflicts are so great that the general public can 
no longer remain a mere spectator; the consumer, a patient sufferer; or 
the government, a silent partner. 

Industrial peace, like international peace, is imperative if capitalism 
is to be preserved and if civilization is to be saved. Justice to all parties 
requires even balance and equal representation. Peace and plenty, 
social security and economic prosperity require the parliamentary 
negotiation of disputed issues instead of the menacing alternatives of 
cessation of economic production or resort to militant methods of indus- 
trial warfare. Experimental programs of industrial democracy seek the 
channel of industrial peace between the sands of industrial anarchy on 
the one side and the rocks of industrial autocracy on the other side. 

2. Methods of Adjusting Industrial Disputes. — The chief methods for 
t he se ttlement of industrial differences are negotiation^'cbirciliatiOnj'and 
trads_agreemehtS“By the pAftiira'tHettselv^^thin industry', and-media- 
t ion, a rbitration, and inxe^TgatmsZ^jt^^fm^nt bufsideTndustr^. "In 
industnal, as w^l as international, relations, the prevention of conflicts 
is even more important than their settlement after the damage has been 
done. 

a. Trade Agreements . — Trade agreemen ts are com pacts as to waggs, 
hours, recognition of the union, and g enerab jonSt ions of e mployment 
Whicli are ihade'between an'employer or an associat ion of emp loyers and 
orgamzed labor. They feiffesent the normal functioning of collective 
bargaining 'hetween parties of nearly equal strength. An . agreement is 
generaUy reachedLjiA-a jxaa.tjionfe rence betwe e n union officials and rep ye- 
sentatives of employers. It has a specific time limit, at the end_o£ which 

__ ^ — 
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another confere nce is held for the purpos e of fira,wj npf n p a. Tiew trarf a 
agreemenFOT modifying,ajid rea ffirmin g an old one. 

Trade agreements are statements of accepted'usages or of approved 
conditions of employment within an industry. Individual employers 
and employees make employment contracts based on trade agreements, 
but, as will be explained later in this chapter, the trade agreements 
themselves are not legal contracts. It is possible, however, to strengthen 
trade agreements by making them into enforceable legal contracts, if 
the parties thereto are willing, able, and responsible. 

6. Conciliation and Mediation . — ^The term “conciliation” is somet imes 
used for the set tlement of industrial dispute s ^thout the inter ferenc^ f ’ 
a~thirrl nart y, but the word is more often used as synonymous with ■ 
mediat ionT Trade agreements are normal and regular, but conciliation 
implies the existence of a crisis or failure to reach an agreement. “ Medip- 
tio n” i.s the nres '^P'^f person or a nonpartisan body for t he 

faci litation of industrial peace during such a labor crisi s. 

( f ''Conciliation and mediation are similar in that neither is compulsoiy 
orju^cTaE The mediator has beeBTLermed a'“conndential advisor” and 
an “industrial diplomat.” His chief function is to help the two sides 
come to an agreement of their own accord, rather than to render an award 
or a decision of his own making. 

c. Industrial Arbitration . — Industrial arbitration, in contrast, is 
more judicial than diplomatic. ATj^itratjon involves the -»■ 

person, board, or co urt for the jjurpose of m aking an investiga.tion - 
and_sub mttingadecision. ~ 

/-■-'Arbitration may be either voluntary or compulsory, and the accept- 
ance of the award may be either voluntary or compulsory. Thus four 
combinations are possible, viz., (1) voluntary arbitration with voluntary 
acceptance of the award, which is really no more than mediation; (2) 
voluntary arbitration with compulsory acceptance of the award, which is 
commonly known as “voluntary arbitration”; (3) compulsory arbitration 
■with voluntary acceptance of the award, which is, in effect, compulsoiy 
investigation; and (4) compulsory arbitration with compulsoiy atfceptn, 
ance of the award, which is commonly known as “compulsory . 
arbitration.” These four methods are outlined in the following table. 


Cboss Classification of Methods op Adjusting Industbial Disputes 


Acceptance 

Initiation of action 

of award 


Compulsory 

Voluntary 

■Voluntary 

Mediation 

Compulsory investigation 

Compulsory 

Voluntary arbitration 

Compulsory arbitration 
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d. Compulsory Investigation . — Compulsory investigation means an 
impartial study of the causes of an industrial dispute. “More light with- 
out more heat” is the slogan. A public statement of the findings will 
rest the case with the great jury of public opinion. The temporary sus- 
pension of the right to strike, which is sometimes involved, may result 
not merely in the postponement of industrial warfare but possibly in 
its ehmination. 

Compulsory investigation relies on the weapon of public opinion 
instead of legal compulsion. Strikes and lockouts may not always be 
prevented, but they can be delayed until an impartial commission makes 
an investigation and pubhshes its findings. Meanwhile, the passions 
of opposing parties have cooled, and the facts in the case have been 
ascertained and disseminated. Such a procedure permits the crystal- 
lization of an intelligent public opinion, which cannot be defied with 
impunity by either labor or capital. 

3. Types of Governmental Action. — ^Various attempts of government 
to adjust industrial disputes may be grouped as mediation, voluntary 
arbitration, compulsory investigation, and compulsory arbitration. 
Great Britain, the Federal Government of the United States, and most 
individual states of the Union have utilized mediation and voluntary 
arbitration. Great Britain and several European countries have 
employed compulsory investigation without postponement of the right 
to strike. Compulsory investigation with postponement of the right to 
strike has been tried in Canada and Colorado. Compulsory arbitration 
has been used in Australasia and Kansas. 

4 . Governmental Arbitration and Investigation Compared. — The 
various steps in voluntary arbitration have been outlined as follows: 

(1) The submission of the dispute to the decision of a third party; (2) sub- 
mission to an investigation; (3) refraining from a strike or lockout pending investi- 
gation; (4) drawing up an award; (5) enforcement of the award and refraining 
from strike or lockout during its life. Arbitration remains strictly voluntary 
even if at every step except the first the state uses its compulsory power. The 
essential thing is that hath parties consent in advance to calling in the powers of 
government. Hence, it is not inconsistent with the idea of voluntary arbitration 
for the state to use its power of compelling testimony, or even of enforcing an 
award, provided that both sides have previously agreed that this is to be done.^ 

Under compulsory investigation, the state may step in on the initia- 
tive of either party without the consent of the other, or on its own 
initiative wthout the consent of either party directly affected by the 
labor dispute. The state board of investigation is empowered to sum- 
mon witnesses and to exact testimony, but it is purely a fact-finding 

* Commons, J. R., and J. B. Andbbws, “Principles of Labor Legislation,” 4th ed., 
p. 137, 1936. 
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organization. Although it may recommend as well as investigate, the 
board is without legal power to enforce its award. The compulsory post- 
ponement of strikes and lockouts dm-ing investigation is highly desirable, 
but it is not essential to compulsory investigation. 

Compulsory arbitration results when the government compels 
employers and employees to submit their labor disputes to an inde- 
pendent body and an outside agency for a decision. In compulsory 
arbitration, all five steps listed for voluntary arbitration are followed, 
but the first step is no longer optional. Moreover, coercion exists all 
along the hne; the dispute must be submitted to arbitration and the 
parties must refrain from strikes and lockouts. Witnesses must testify, 
the board must make a decision, and the parties to the dispute must 
observe the award during the period specified in the decision. 

6. Mediation and Arbitration Compared. — The chief advantage of 
mediation is that it helps the disputants to solve their own problems. A 
mutual understanding or a voluntary agreement between the two parties 
is better than an award imposed by an outside body of arbitrators. A 
governmental commission of mediators accomplishes a great forward step 
merely by bringing together the two disputants. Discussion of their 
chief differences develops a knowledge of “the other fellow’s point of 
view.” A sjnnpathetic understanding of points of agreement and dis- 
agreement may develop a way out of the difficulty through some work- 
able formula. Mediation makes for negotiation, and negotiation makes 
possible a mutual agreement, which is apt to work better and to last 
longer than an award of impaiiiial but indifferent arbitratora, who are apt 
to arrive at a compromise pleasing to neither side. 

Arbitration and mediation are different stages rather than different 
methods. After mediation has been tried unsuccessfully, the two parties 
may agree to submit their differences to an impartial board of arbitration. 
The voluntary arbitration of industrial disputes, as well as of inter- 
national disputes, is far superior to the costly methods of fighting them 
out described in the last chapter. 

It is alleged that an outside board of arbitration cannot be familiar 
with existing conditions and with the problems at issue. In order to 
obviate this disadvantage, representatives of both employers and 
employees may be placed on the board of arbitration in addition to repre- 
sentatives of the general public. In such a tripartite body, the votes of 
the first two groups are assured in advance; the ultimate decision rests, 
as before, with representatives of the public. 

6. Advantages and Disadvantages of Coercion, — Advocates of com- 
pidsory arbitration point out that mediation, voluntary arbitration, and 
compulsory investigation do not always eliminate industrial conflicts. 
Compulsory arbitration is defended as a necessary final resort, because 
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of the tremendous economic and social losses resulting from strikes. 
The complexity and interdependence of modern civilization mean, that 
strikes, lockouts, boycotts, and other weapons of industrial warfare 
injure countless individuals who are not parties to those disputes. In its 
final analysis, the case for compulsory arbitration rests on the public 
welfare, which is jeopardized by industrial conflicts. 

On the other hand, there are strong arguments against coercion by the 
government. The existence of a powerful board of arbitration, whose 
award is compulsory, implies the existence of certain standards of justice 
in accordance with which judgment is to be rendered. But the deter- 
mination of a just wage is even more difficult than the determination of a 
minimum wage. Moreover, the regulation of prices, especially the prices 
of services, is a dubious, as well as a difficult, function of government. 
The judicial method of using precedents, if followed, is detrimental to 
progressive wage standards; if not followed, there is danger of 
discrimination. 

The enforcement of unpopular decisions is always undesirable and 
often impossible; individuals cannot be compelled to work against their 
wills. Most of the verdicts of courts of compulsory arbitration in Austral- 
asia and Kansas were favorable to labor. Nevertheless, the cry of 
favoritism and prejudice was raised by the workers when a case went 
against them. Capitalists are opposed to wage boards because they 
regulate conditions of employment and prescribe rates of wages. Ultra- 
conservatism of capitalists or radicalism of laborers is frequently claimed 
by the defeated litigant; an improper extension of the functions of 
government is charged by implacable foes of compulsory arbitration. 

The constitutionality of compulsory arbitration is a moot question in 
the United States. It has been indicted by extremists as a restriction on 
the constitutional guaranty of freedom of contract and as an imposition of 
conditions of involuntary servitude. It will be shown in a later section 
that judicial opinion in the United States condemns compulsory arbitra- 
tion as a general principle, although it may condone it in basic industries 
and during war emergencies. 

7. Collective Negotiation and Compulsory Arbitration. — Organized 
labor has attacked compulsory arbitration because of the limitations 
which it imposes on the weapons of collective bargaining. The right of 
organized labor to strike is jeopardized or sacrificed. Unions are weak- 
ened, for some of their chief reasons for existence are destroyed. 

The very essence of conciliation, mediation, and voluntary arbitration 
is the voluntary acquiescence in and mutual participation by employers 
and employees. The power of collective bargaining of neither party , is 
sacrificed. But compulsory arbitration is coercive and restricts the 
bargaining power of both labor and capital. 
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The workers contend that the loss of the lockout to the employer is 
not so serious as the loss of the walkout to organized labor. The employer 
is not forced to shut down his plant in order to cut wages, but the workers 
may be forced to strike, or to threaten such a move, in order to raise or to 
maintain their wages. A strike is essentially the collective refusal of an 
employer’s terms by his organized employees. The loss of the right to 
strike weakens or destroys labor’s power to bargain collectively over 
terms and to negotiate successfully for favorable agreements. 

Under compulsory arbitration, the power of employers to bargain 
effectively must be reduced proportionately to that of employees. 
Labor’s loss of the right to strike must be balanced by the employer’s 
loss of power to change wages, hours, and conditions of employment 
without advance notice and subsequent investigation. Such provisions 
are far more effective than mere refusal of the right to lockout. An 
employer could easily substitute a shutdown of his plant for a lockout by 
claiming that it was unprofitable to continue operations under existing 
conditions. 

If compulsory arbitration is to be substituted for collective negotia- 
tion, the state must assume the duty of regulating wages, hours, and 
working conditions. Governniental officials or bureaus, such as wage- 
and-hour boards, must estimate, establish, and enforce not merely mini- 
mum wages and maximum hours in general, but also standard wages and 
hours in particular industries and localities, recognizing and relating 
competitive differentials. Moreover, the , enforcement of such awards 
must be accomplished without a shutting down of the plant by a strike 
or lockout and without a slowing down of production to a rate which 
makes it unprofitable for the employer to continue in business. 

8. Mediation and Voluntary Arbitration in Interstate Commerce. — 
The Federal Constitution grants Congress power over interstate com- 
merce. This provision has been the legal basis for regulation of big 
business by such Federal statutes as the Interstate Commerce Act, the 
Sherman Act, and the Clayton Act. That same constitutional provision 
has been utilized, but to a lesser extent until recently, to justify regula- 
tion by the Federal Government of labor engaged in interstate commerce 
or intrastate industry dependent on interstate commerce. It is natural, 
therefore, that the earliest venture in, the longest experience with, and 
the most elaborate machinery for mediation and voluntary arbitration 
by the Federal Government should be found in transportation for inter- 
state commerce. 

Shortly after the Chdl War, railroad strikes became a national menace. 
Congress, in 1888, passed the first significant national statute seeking 
adjustment of labor disputes and providing voluntary arbitration in 
interstate commerce. In 1894, President Cleveland created a commis- 
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sion to investigate the Pullman strike of that year; out of its report came 
the Erdman Act of 1898, which set up administrative machinery for 
mediation and voluntary arbitration in interstate commerce. 

The Newlands Act of 1913 provided for the U.S. Board of Mediation 
and Conciliation, consisting of a permanent commissioner and two other 
officials appointed by the President with the advice and consent of the 
Senate. Unlike the former board, it could act on its own initiative and 
was not forced to wait for a request for mediation ft-om one party to the 
dispute and for an acceptance by the other party of its offer of mediation. 
If a resort to arbitration was necessary, and desired by both parties, the 
board increased its membership from three to six, and sat as a board of 
arbitration instead of mediation. 

The Board of Mediation and Conciliation was short-lived but fairly 
successful in settling disputes among railway workers. In 1916, its 
efforts at mediation were unsuccessful, and the railroad brotherhoods 
refused to accept arbitration. In order to avoid a serious nation-wide 
railroad strike. Congress hastily passed the Adamson Act, which granted 
the basic 8-hour day to railroad workers. Although legislative action 
may have been necessary, the Board of Mediation suffered thereby loss of 
prestige from which it did not recover. 

During Federal operation of railroads during the First World War, the 
Railroad Wage Commission was established by the director general of the 
railroads. Various ephemeral railroad boards of adjustment also were 
in existence during this emergency. 

The railroads were returned to their owners under the Transportation 
Act of 1920. This law provided for the creation of railway boards of 
labor adjustment and a central Railroad Labor Board. The latter body 
consisted of nine members, three of whom represented the employers, 
three the employees, and three the general public. They were appointed 
by the President and approved by the Senate. During his five years in 
office, a member could not OAvn the securities of any common carrier or 
be an officer of any labor organization. 

It was the feeling of many thoughtful persons that strikes by 
employees of public utilities were wrong. It was proposed to make the 
arbitration of industrial disputes compulsory in the railroad industry. 
This extreme step, however, was not taken in the Transportation Act of 
1920. Although the Railroad Labor Board w'as a court of final appeal, its 
decisions were not mandatory. It was often defied by both railroad 
companies and railroad unions. 

The Railway Labor Act of 1926 abolished the Railway Labor Board, 
established by the Transportation Act of 1920. It substituted therefor 
several different agencies, chief among which was the National Mediation 
Board appointed by the President of the United States. The general 
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principle of mediation and voluntary arbitration was retained. Decen- 
tralization was sought and collective bargaining was encouraged. Direct 
and voluntary negotiation between the two parties to an industrial dis- 
pute was the first step. Temporary, regional, bipartisan boards of 
adjustment were to function in case of deadlock; from them appeals 
might be made to the National Mediation Board. If mediation failed 
and mutual consent could be obtained, temporary boards of arbitration 
were to be appointed. Failure of negotiations at this stage was to be 
reported to the President of the United States, who would then appoint 
an emergency board of investigation with power to get the facts and with 
responsibility to report within 30 days. Meanw'hile, for a period of 60 
days, strikes and fundamental changes in conditions of employment were 
forbidden. Acceptance of recommendations of the emergency board of 
investigation was not binding on either party. 

The Railway Labor Act of 1926 was amended in 1934. The National 
Mediation Board was supplemented but not supplanted by the newly 
created and permanent National Railroad Adjustment Board. The 
National Mediation Board was to function for the enforcement of the 
right of railroad workers to bargain collectively through representatives 
of their own choosing and for the formulation of new trade agreements in 
interstate commerce. The National Railroad Adjustment Board was to 
hear grievances and to adjust disputes arising from alleged violations of 
existing agreements. 

In the prevention and settlement of labor disputes in interstate com- 
merce the Federal Government has employed mediation, voluntary 
arbitration, and compulsory investigation. It has not as yet attempted 
compulsory arbitration, although America’s entrance into the Second 
World War revived such a possibihty in the event of a serious labor 
dispute in interstate commerce. 

9. Intervention of Federal Government in Coal-mining Disputes. — 
The anthracite strike of 1902 marked a turning point in the history of 
labor relations within the United States. The Federal Government then 
extended its efforts in the adjustment of industrial disputes from its 
definite and explicit control over interstate commerce to its dubious and 
implicit power over intrastate industry. The entire country suffered 
so severely from this strike of anthracite miners in Pennsylvania that it 
came to be felt that the mines, as well as the railroads, were essential 
industries in which the public was vitally concerned. 

In order to prevent a serious fuel shortage during the approaching 
mnter. President Theodore Roosevelt threw aside precedent; he 
appointed, on his owm initiative and without specific legislative authoriza- 
tion, the famous Anthracite Coal Commission of 1902. Both sides agreed 
to accept the verdict of the arbitrators, and the miners went back to 
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work. A great wave of popular approval showed that the time was ripe 
for decisive action of this sort in such a national crisis. 

The Anthracite Coal Commission recommended in its final award that 
the President and the governors of the various states be given the power 
to appoint committees of compulsory investigation whenever industrial 
disputes of sufiicient importance arose. A new function of government 
had developed, viz., the promotion of better labor relations. The arm of 
the Federal Government had been extended from interstate commerce 
to intrastate industries of national significance. 

Strikes in the coal-mining industry have been chronic; in later and 
recurrent crises, similar Federal commissions were appointed. Thus the 
bituminous-coal strike of 1919 was settled by the appointment and sub- 
sequent award of a commission of three members, one representing the 
miners, one the operators, and one the general public. The majority 
report, wliich was accepted by both sides, provided for a substantial 
wage increase and for the 8-hour day. In 1920, a similar commission 
was appointed by President Wilson to arbitrate a comparable labor dis- 
pute in the anthracite mines. 

10 . Federal Commission on Industrial Relations. — The Federal Com- 
mission on Industrial Relations was appointed under an act of 1912. Its 
purpose was to investigate the causes of industrial unrest in the United 
States. This commission was composed of nine persons, three repre- 
senting employers, three representing organized labor, and three repre- 
senting the general public. Under their supervision a corps of experts 
investigated economic conditions in various industries and in different 
parts of the country. Their report, made in 1916, stressed the impor- 
tance of industrial peace by means of trade agreements within industry 
and by governmental machinery for mediation and voluntary arbitra- 
tion; compulsory arbitration was not recommended as a general 
principle. 

11 . Establishment of Federal Department of Labor . — In 1913, the 
former Department of Commerce and Labor was split into its two com- 
ponent parts, from one of which the new U.S. Department of Labor 
emerged. This act of 1913 specified that the functions of the Depart- 
ment of Labor should include the adjustment of industrial disputes. 
Consequently, there was organized within the Department of Labor the 
Bureau of Conciliation, authorized to concern itself with industrial dis- 
putes in occupations other than those of interstate commerce, wherein 
the machinery for mediation and voluntary arbitration just described 
had already been provided. 

The U.S. Department of Labor includes also the fact-finding Bureau 
of Labor Statistics, which makes numerous valuable studies of industrial 
relations and which maintains authoritative indices of wages, prices. 
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and costs of living. It publishes the Monthly Labor Review, which should 
be consulted regularly by all students of labor problems. 

12. Labor Boards of President Wilson. — During the First World 
War, numerous emergency bodies were created to prevent or to settle 
industrial disputes. In 1917, for illustration, President Wilson appointed 
the President’s Mediation Commission to investigate industrial dis- 
turbances. As the war progressed, it became increasingly necessary to 
plan the course of production and to conserve the resources of the country. 
The closer cooperation of labor and capital was essential for the successful 
prosecution of the war. In 1918, President Wilson appointed the War 
Labor Conjerence Board, consisting of five members representing the 
general public. This body was continued in the National War Labor 
Board, which remained in existence until after the armistice. In order 
to prevent strikes, the National War Labor Board agreed to many impor- 
tant demands of organized labor, but not to the general imposition of 
the closed shop. 

After the First World War President Wilson called his first and second 
National Industrial Conference for the prevention of industrial conflict 
and for the promotion of industrial peace. His hopes of maintaining the 
cooperation between labor and capital engendered by the wartime 
emergency wore not realized. Nevertheless, mediation and voluntary 
arbitration were fostered by a tripartite National Industrial Board, 
composed of three representatives of employers, three of employees, and 
three of the general public. 

13. Labor Boards of President Franklin D. Roosevelt. — The improved 
status of labor and the increased strength of collective bargaining imder 
the Norris-La Guardia Act of 1932 and the National Industrial Recovery 
Act of 1933 were followed, as was shown in the last chapter, by an 
increased number of labor disturbances. Many of these issues were due 
to conflicting interpretations of the new laws and to controversial prac- 
tices followed under them. Charges of evasion and coercion were met 
by countercharges of labor dictatorship. Rival labor organizations 
claimed to be truly representative and to possess power to negotiate and 
to make binding agreements. In order to make rulings on moot points, 
to supervise elections, to facilitate negotiations, and to promote con- 
ciliation, it was necessary for the Federal Government frequently to 
intervene in industrial relations during this period of reconstruction. 

These problems of industrial relations at first came directly under the 
National Recovery Administration, but the gigantic size of this task made 
necessary both the transfer of labor relations to a specialized body and 
decentralization through local and regional boards. The President of the 
United States was empowered, under the National Industrial Recovery 
Act of 1933, to investigate and to mediate labor controversies throughout 
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the United States. In accordance therewith a National Labor Board, 
somewhat similar to President Wilson’s wartime labor boards, Avas created 
by President Eoosevelt in 1933. In accordance with a joint resolution of 
Congress in 1934 and a subsequent executive order of the President, it 
was superseded in 1934 by the National Labor Relations Board. 

The National Labor Relations Board was to continue during the 
remainder of the statutory life of the National Industrial Recovery Act. 
It was an impartial body consisting of three full-time salaried members 
who were to work in cooperation with the Department of Labor, although 
not subject to its jurisdiction. It was empowered to supervise the work 
of local and regional labor relations boards, then in existence or to be 
newly created. This board was empowered to investigate controversies 
arising under the National Industrial Recovery Act, to order and con- 
duct elections, to investigate alleged violations and discriminations, and, 
“upon the request of the parties to a labor dispute, to act as a Board of 
Voluntary Arbitration or to select a person or agency for voluntary 
arbitration.” 

After the National Industrial Recovery Act had been declared uncon- 
stitutional by the Supreme Court of the United States in 1935,^ Congress 
passed in the same year the National Labor Relations Act. As pre- 
viously explained, tliis law, known also as the Wagner Act, reaffirmed the 
principle embodied in the National Industrial Recovery Act; viz., the 
right of workers to bargain collectively through representatives of their 
own choosing. It continued the administrative machineryof the National 
Labor Relations Board to enforce this principle by holding elections to 
determine the union desired by the majority of Avorkers and to supervdse 
practices of collective bargaining. Its functions no longer include the 
mediation of industrial conflict or the promotion of industrial peace, 
but rather the enforcement of the right of collective bargaining and the 
adjudication of alleged violations of that principle. 

The outbreak of the Second World War greatly stimulated cur 
economic activity and radically changed its character. The United 
States became a vast arsenal for the belligerent democracies of the world, 
to whom Ave were pledged to lend or lease war materials. The necessity 
of increased and uninterrupted production was even more vital in the 
mechanized Second World War than it had been in the First World War. 
To prevent industrial conflict and to promote industrial peace President 
Roosevelt created in 1941 the National Defense Mediation Board, a tri- 
partite body representing employers, workers, and the general public. 
Its functions were to mediate industrial disputes and to investigate causes 
of industrial conflicts in essential industries; it was to promote voluntary 
arbitration and to provide agencies for it when requested. 

* Sehechter Poultry Corporation v. United States, 295 U.S. 495, 1935. 
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The involvement of the United States in the Second World War 
required more drastic action. The National Defense Mediation Board 
was succeeded in 1942 by the National War Labor Board, an even stronger 
organization armed with still greater powers. Although antistrike legis- 
lation was avoided, temporarily at least, the National War Labor Board 
was given authority to prevent stoppage of production and to provide 
compulsory arbitration. As in the First World War, the patriotism of 
men and management produced immediate and increased cooperation. 
Controversial issues, like the closed shop, were avoided during the great 
national emergency and weapons of industrial conflict were sheathed for 
the duration of the war, but maintenance of union membership was sought. 

14 . State Boards of Mediation and Voluntary Arbitration. — By its 
pioneer law of 1878 Maryland was the first state to seek the adjustment of 
industrial disputes within its borders. Since that time most states have 
passed laws and created governmental agencies for the same general 
purpose. The administrative machinery pro\’ided maj'^ be classified as 
follows: local, district, and state bodies; temporary and permanent 
boards; commissions and commisaoners; public officials and private 
citizens. 

A report of the Bureau of Labor Statistics classifies this state machinery 
for mediation and voluntary arbitration into four general groups, as 
follows; (1) temporarj' boards of local character; (2) permanent local 
bodies established by private parties; (3) state commissioners of labor, 
who are authorized to interfere in industrial disputes in addition to other 
duties; and (4) special state boards or commissions. The first system, 
which is historically the oldest, has been of little value. Experience has 
shown that the second type is little better. Sporadic success has attended 
the third method. Of recent years, most states have adopted the fourth 
general type, introduced by Massachusetts and New York. Permanent 
state boards for intervention in industrial disputes have been fairly 
successful. 

Mediation and voluntary arbitration are the respective stages followed 
and the usual methods employed in settling industrial disputes. After 
arbitration has been agreed to by both parties to the dispute, the accept- 
ance of the award is compulsory under the laws of some states but 
optional in others. Voluntary agreement to arbitrate may or may not be 
accompanied by postponement of strikes and deferment of fundamental 
changes in conditions of employment during governmental investigation. 
Investigation may be compulsory or optional at the discretion of the 
commissioners. Considerable education is still necessary to induce the 
parties to local industrial disputes to bring their grievances before these 
state boards of arbitration and conciliation before resorting to lockouts 
or walkouts. 
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16 . Compulsory Arbitration. — Although the Federal Government of 
the United States and most individual states have sought to promote 
industrial peace by means of mediation and voluntary arbitration, the 
experiment of compulsory arbitration was tried in Kansas. New Zea- 
land, however, was the real pioneer in this field, for a law was passed there 
as early as 1894 which made strikes and lockouts misdemeanors. 

a. New Zealand . — Compulsory arbitration in New Zealand did not 
supplant, but merely supplemented, conciliation. The system of 
administration was built up around what were known as “industrial 
unions.” Any fifteen or more employees, any three or more individual 
employers, or any incorporated company might constitute such an 
organization. Existing trade unions were frankly recognized as parts of 
the system. 

State ofiScials known as “commissioners of conciliation” sought to 
mediate in industrial disputes. Where the efforts of the commissioner 
were futile, he organized a council of conciliation by asking each side 
to appoint the same number of assessors to serve with him on this board. 
This council suggested compromises and attempted to adjust differences. 

In case of failure to reach an acceptable solution, an appeal was made 
to the Court of Arbitration, which was an important governmental 
tribunal. Its presiding officer was a judge of the Supreme Couit, and 
the governor appointed one member to represent the employers and one 
to represent the employees. These two appointees were selected from 
the industrial unions of employers and of organized labor. This court 
of three members had full powers of investigation, and there was no 
appeal from its decision. The time limit of the award, always carefully 
specified, was generally three years. This award might also be applied 
to all similar workers in a specific industry and in a particular locality. 
Strikes or lockouts for the purpose of changing the conditions specified in 
the judicial award were illegal and punishable by heavy fines. 

Although compulsory arbitration in New Zealand applied only to 
registered unions and registered associations of employers, it was almost 
universal. It was so successful during the first decade of its history that 
the countiy was sometimes referred to as “the land without strikes.” 
During this period of prosperity and rising prices, most of the awards 
of the court were favorable to labor, in that they granted higher wages to 
keep pace with rising costs of living. But during the period of depres- 
sion and falling prices in 1907, court awards were less favorable to labor 
and hence compulsory arbitration was viewed wth dampened enthusiasm 
in a country where the hold of trade unionism was strong. In spite of 
the statute providing for compulsory arbitration, a number of illegal 
strikes took place. Amendments were passed in 1908 and 1914 pro- 
Auding for attachment of wages and for imposition of fines on registered 
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unions involved in illegal strikes. This coerch’'e action was even more 
unpopular. Finally, in 1932, an amendment was passed which removed 
many of the compulsory features of the original act. Except for indus- 
tries affected with a public interest, where sufficient notice must be given 
in advance, strikes are now again legal in New Zealand; this country has 
practically abandoned compulsory arbitration; it has returned to volun- 
tary arbitration and mediation. 

b. Australia . — The New Zealand experiment in compulsory arbitra- 
tion was imitated in New South Wales and other states of Australia. 
In 1904, a Federal compulsory arbitration law v/as passed for the entire 
Conunonwealth of Australia. Meanwhile, Victoria and Tasmania had 
accepted the system of compulsory wage boards. Although not doing 
away with the right to strike, the system of compulsory wage boards 
afforded a ready substitute for them. 

c. Kansas . — In 1920, the state of Kansas introduced compulsory 
arbitration in certain industrial disputes. In New Zealand, strikes were 
illegal for re^stered unions, but, in Kansas, they were illegal for vital 
industries which seriously affected the public interest. The scope of 
compulsory arbitration was somewhat differently determined. The 
Kansas law forbade strikes in public utilities and industries producing 
such necessities as fuel, clothing, and food. Indeed, this drastic piece of 
legislation grew out of a serious coal strike. 

The Kansas Court of Industrial Relations consisted of three judges 
appointed by the governor on the approval of the state senate. This 
body for industrial arbitration was unique in that it contained repre- 
sentatives from neither employers nor employees; the familiar tripartite 
composition was absent. The court was nonpartisan, but it lacked 
the knowledge and experience of practical employers and labor leaders. 
In spite of its judicial character, the functions of the Industrial Relations. 
Court were largely administrative. It was given the powers previously 
held by the Public Utilities Commission and, later, those of the Industrial 
Welfare Commission and the Department of Labor. 

In cases of industrial disputes, the Kansas court might investigate 
on its ovm. initiative or on a request from cither party or from a group 
of citizens. As a result of its findings, it might issue an order as to 
hours, wages, or general working conditions. The court was empowered 
to operate an industry during a labor crisis if conditions seemed to 
warrant such drastic action. For a defiance of its orders, the court 
could bring suit in the Supreme Court of Kansas. Fines and imprison- 
ment might be imposed. Indeed, several mine leaders were sentenced 
under this act, later declared unconstitutional and subsequently abolifshed. 

Although the right of labor to organize and to bargain collectively 
was not denied, the law prohibited strikes, lockouts, pickets, boy- 
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cotts, and other weapons of industrial conflict in essential industries. 
Although individuals might quit work themselves, they might not 
organize and induce other workers to do so collectively. Thus a 
union oflflcial was punished for contempt of court for disobejdng an 
order not to call a strike after an injunction to that effect had been 
issued by a Kansas court. This verdict was sustained by the Supreme 
Court of the United States.' 

The Kansas Court of Industrial Relations attracted tremendous 
attention throughout the United States as the first American experiment 
in compulsory arbitration. Organized labor consistently and insistently 
opposed the project. Witliin the state of Kansas, the Industrial Rela- 
tions Court became a political issue in the autumn elections of 1922. 
The Democratic Party, which represented the opposition, was victorious 
at the polls. As soon as it came into control, it began to strip the court 
of its powers. 

The Supreme Court of the United States® declared unconstitutional 
an attempt of the Court of Industrial Relations to fix wages and condi- 
tions of employment in the meat-packing industry. Such governmental 
regulation, however, was regarded as essential to compulsory arbitration. 
But the packing industry was not viewed by the Supreme Court of the 
United States as so vital to public welfare that collective agreement to 
strike therein was to be regarded as criminal. It was held that the 
police power of the state could not be invoked to support compulsory 
firbitration in such an industry in defiance of the Fourteenth Amendment. 
Although the constitutionality of compulsory arbitration was not denied 
in public utilities, the general application of that principle was regarded 
as a violation of the individual right of freedom of contract. 

The Kansas Court of Industrial Relations, the first American experi- 
ment in compulsory arbitration, was abolished in 1925. Its duties and 
powers were transferred to a public-service commission, which continued 
to function with limited powers over labor disputes, but only vuthin 
public utilities. Its chief powers became the usual ones of investigation 
and publicity. Compulsory arbitration within the United States was as 
brief as it was local; as unsuccessful as it was eventful. 

16. Compulsory Investigation. — Although the compulsory arbitration 
of industrial disputes has not made much headway in America, both the 
Dominion of Canada and the United States, at least in some constituent 
provinces or states, have adopted other coercive features. These involve 
(1) compulsory investigation of labor disputes; (2) enforcement of awards 
which have been accepted by both parties to voluntary arbitration; (3) 

' Howatt V. Kansas, 258 U.S. 181, 1922. 

* Wolff V. Court of Industrial Relations, 262 U.S. 522, 1923; Wolff v. Court of 
Industrial Relations, 267 U.S. 522, 1925. 
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prohibition of sudden changes in fundamental terms of employment; and 
(4) mandatory advance notification of strikes or lockouts. 

a. Canada . — The Canadian Industrial Disputes Act of 1907 made 
strikes and lockouts unlawful until after the causes of these disputes 
had been investigated by a governmental body appointed for that 
purpose and until after publicity had been given to the results of its 
investigation. Moreover, 30 days’ notice in advance was required for 
any change or organized demand for a change in wages or hours of work. 
The law was applicable to public utilities and mines; it has been more 
successful in the former than in the latter industry. 

By such an enforced delay, an opportunity has been given to each 
side to apply to the Department of Labor for the appointment of a 
tripartite board of conciliation and investigation. Strikes and lockouts 
were forbidden prior to the publication of the findings of this body, and 
penalties were imposed for violations of this industrial armistice. The 
postponement of industrial conflicts gave an opportunity for both media- 
tion and investigation. The aim was to prevent strikes, rather than to 
settle them. 

This Canadian law was attacked in the courts as unconstitutional; 
it was finally brought before the Privy Council of the Empire. In 1925, 
Chancellor Haldane held it to be an unconstitutional violation of the 
British North American Act of 1867, under which Canada is governed. 
Consequently, the original law of 1907 was amended. Its provisions 
now apply only to interprovincial commerce. Although the amended 
law is constitutional, it is limited in scope. This legislation proved so 
popular in Canada, however, that several provinces sought similar 
legislation for basic industries under their own jurisdiction. 

b. Colorado . — The Colorado Industrial Commission Act of 1915 was 
similar to the Canadian Industrial Disputes Act of 1907. It provided 
for compulsory investigation and made strikes and lockouts illegal in the 
interim. The Industrial Commission was given the power to make an 
award, but its acceptance was not compulsory. Thirty days’ notice 
had to be given before employers could make changes in conditions of 
employment, or before the workers could call a strike. This act was 
applicable to all large industries. Agriculture, domestic ser^dee, and 
small establishments employing less than four workers were exempt. 

c. Other American States . — The laws of numerous American states 
provide for compulsory investigation of labor disputes by their govern- 
ments, but without compulsory postponement of strikes and lockouts 
and without prohibition of sudden changes in conditions of emploj^ment. 
It may be contended that such legislation provides merely for mediation 
by the government; but, in reality, it does even more. The fact that the 
state board of investigation is empowered to take testimony without the 
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consent of either party to the labor dispute pushes the functions of 
government beyond those of mediation and into those of compulsory 
investigation. 

17 . Coercive Measures in Great Britain and Germany. — Great 
Britain and other European countries provided compulsory investigation 
of labor disputes and governmental agencies for conciliation and media- 
tion. Commission findings were usually published, in order that the 
weapon of public opinion might be brought to bear on the more culpable 
or stubborn party to the industrial dispute. But, in general, there was 
neither temporary suspension of the right to strike nor the requirement 
of a preliminary announcement of essential changes in working conditions. 
In these respects, the Canadian Industrial Disputes Act was unique. 

The German Republic was rather successful in preventing strikes and 
other industrial disturbances through mediation, conciliation, arbitra- 
tion, and compulsory investigation. By a decree of 1923, Germany was 
divided into a number of districts, each of which had its chairman of an 
arbitration board appointed by the state. If the arbitrator failed to 
secure agreement in a labor dispute after bringing the parties together, he 
was to set up an arbitration board composed of himself, as chairman, and 
two members from the parties to the quarrel. Although an award by 
this board was not legally binding, the Reich Minister of Labor had the 
power to declare it so, if, in his opinion, the settlement appeared just and 
reasonable with due consideration for the interests of both parties and if 
its application seemed desirable for economic and social reasons. Tri- 
umph of the Nazis under Hitler terminated industrial democracy as 
well as political democracy in Germany. Labor unions gave way to 
labor battalions. Industrial conflicts ended in the industrial peace 
of the grave or the concentration camp. 

18 . Settlement of Industrial Disputes within Industry. — The adjust- 
ment of industrial disputes within industry by the parties themselves is 
more satisfactory and permanent than their arbitration by the state. 
The development of governmental machinery for the adjustment of 
labor disputes has been paralleled by the organization of similar institu- 
tions by organized labor and associations of employers. 

While the states and the Federal Government have been acquiring 
greater power for, and wider experience in, improvement of industrial 
relations, even more significant has been the gradual evolution of parlia- 
mentary, judicial, and diplomatic machinery for collective negotiation 
between employees and employers themselves and for the settlement of 
industrial disputes within industry itself. Institutions of political 
democracy have been imitated by experiments in industrial democracy. 
Trade agreements and industrial representation are some of these 
manifestations. 
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19. Trade Agreements, a. Nature and Function . — Trade agreements 
result from collective negotiations between representatives of organized 
labor and associations of employers. A mutual understanding is achieved 
concerning wages, hours, and conditions of employment in a particular 
industry; this agreement is to hold good for a specified period, prior to 
the end of which another joint conference takes place. A trade agree- 
ment defines the accepted usages or conditions of employment within 
the industry. 

T^Tiereas individuals, real and fiduciary, make contracts, trade unions 
rarely do so in their collective negotiation. Trade agreements, in gen- 
eral, merely record mutually acceptable trade usages. Although these 
agreements define wages, hours, and other issues, they are not contracts. 
Although individuals contract with reference to trade agreements or 
usages, the contracting parties are the employer and the individual 
employees. 

Trade unions are not business organizations, like industrial corpora- 
tions, for they have nothing to sell and they are not organized for profit. 
Although an individual laborer sells his ser\dces, the trade union to which 
he belongs has not agreed to furnish a certain number of workers on 
the terms agreed. 

The function of a trade agreement has been stated as follows in a 
court decision. 

Its function is to induce employers to establish usages in respect to wages and 
working conditions which are fair, reasonable, and humane, leaving to its mem- 
bers each to determine for himself whether or not and for what length of time he 
will contract with reference to such usages.* 

The same court decision goes on to define a trade agreement as 
follows. 

It is merely a memorandum of the rates of pay and regulations governing, for 
the period designated, enginemen employed on the Chattanooga division of the 
company’s railway. Having been signed by the appellee, it is evidence of its 
intention in the conduct of its business with enginemen on said division, to be 
governed by the wage and rules, and for the time therein stipulated. Enginemen 
in or entering its service during the time limit contract vuth reference to it. 

There is on its face no consideration for its execution. It is therefore not a 
contract. It is not an offer, for none of its terms can be construed as a proposal. 
It comes squarely within the definition of usage.* 

The term “usage” is a legal concept, which has been defined as 
follows by another court decision: 


* Hudson V. Cincinnati N. 0. and T. P. R. Co., 152 Ky. 711, 154 S. W. 47, 1913. 



420 


SOCIAL ASPECTS OF INDUSTRY 


An established method of dealing, adapted in a particular place or by those 
engaged in a particular vocation or trade, which acquires legal force, because 
people make contracts with reference to it.^ 

b. Formulation . — ^Trade agreements then are formulations of current 
usages accepted by both representatives of organized labor and associa- 
tions of employers. A compact is made concerning wages, hours, and 
conditions of employment in a particular industry, which is to hold good 
until another joint conference takes place. Trade agreements are 
practical, rather than idealistic. They do not attempt to harmonize 
the general interests of labor and capital. Instead, they endeavor 
frankly to face existing differences in a specific occupation and to achieve 
a workable compact under which the industry can be kept going. No 
representatives of the consumers are present to oppose an agreement 
for higher wages and to protest the resulting higher prices of the com- 
modity produced. Trade agreements promote harmony within an 
industry, but the public may be forced to pay the bUl. 

The usual parliamentary filibustering, higgling, and political chicanery 
are present on both sides during the making of trade agreements. After 
both labor and capital have been forced to show their hands and to play 
their trump cards, a heated discussion takes place. Either of two things 
results. A compromise, determined by existing economic conditions, is 
effected, or a declaration of war is made. Loss of profits, on the one 
side, and loss of wages, on the other, are the sinister shadows which 
hover over the discussion. In order to prevent industrial warfare, each 
side generally yields on certain points, hoping that conditions will be 
more favorable in the next conference. 

c. Enforcement . — Trade agreements of the well-organized and better 
paid industries are fairly well kept, despite the fact that there is generally 
no legal weapon for their enforcement. The failures of some joint 
conferences to make and to keep satisfactory trade agreements should 
not be interpreted by critics as proof of their inherent inability to function 
successfully as devices for securing industrial peace. 

In order that trade agreements may be interpreted and maintained, 
some of them are accompanied by provisions for arbitration. Such 
arbitration within industry itself may be accomplished by judicial bodies 
composed of employees and employers. It may be accomplished also 
by the good offices of an impartial but informed umpire, who applies the 
general policies formulated in trade agreements to the individual cases 
in dispute. Such a policy makes for efficiency and the swift disposition 
of cases. It prevents joint conferences from becoming cluttered with 
details and delayed by interpretations of minor matters. It is also 

‘ Byrd v. Beall, 150 Ala. 122, 43 So. 749, 1907. 
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democratic and in line with governmental practices under which the 
elected and representative legislature determines general policies, which 
the appointed administrator carries out and applies to specific cases. 

20. Illustrations of Trade Agreements, a. Coal Mims . — The union 
coal mines have long operated under the joint-conference system, and 
their trade agreements are fairly typical. A joint conference, attended 
by several hundred delegates, is held from time to time. The number 
of representatives from both sides has been reduced, and a large share of 
the important wmrk is now done in committee. A unanimous vote of 
the conference, however, is necessary for ans'- momentous decision. In 
this great industrial parliament, repi’escntatives of the miners sit on one 
side and representatives of the operators on the other. Although the 
public may attend most of the sessions, they are not permitted to have 
representatives on the floor; a nonpartisan view is rarely expressed. 
These joint conferences often have no machinery for the arbitration of 
controversial points. Failure to come to an agreement has meant 
industrial warfare in the union coal fields. 

h. Needle Trades . — Trade agreements have been common in the 
clothing industry since 1910. These are significant, first, as determining 
fundamental standards of labor throughout the needle industries, and, 
second, as devices for the adjustment of industrial disputes. The parties 
to the agreement ratified the preferential union shop, i.e., one which 
maintained union conditions and which employed union workers in 
preference to nonunion workers. Before the passage of the Federal 
wage-and-hoiu' law, the 44-hour week was accepted; overtime was 
restricted and paid for at preferential rates; and homework was pro- 
scribed. An attempt was made to minimize the seasonal aspect of the 
clotliing industry by spreading work throughout the entire jmar and by 
guaranteeing a certain number of days’ work, or, in lieu of that work, 
minimum annual earnings. Contractors were to be registered and to be 
held responsible for conditions udthin their shops. In order to eliminate 
insanitary sun'oundings and sweat shop conditions within New York 
City, there was organized a Board of Sanitaiy Control. 

c. Other I-ndusiries . — The railroad brotherhoods have had trade 
agreements with the railroad companies, in addition to the governmental 
machinery for mediation and voluntarj’- arbitration previously described. 
A trade agreement was formulated also in the printing industry by the 
International Joint Conference Council of the Allied Planting Trades. 
The Stove Founders’ National Defense Association and the Iron 
Holders' Union of North America early entered into trade agreements for 
the elimination of disastrous strikes through annual conferences of 
representatives of employers and employees; strikes and lockouts were 
forbidden in the meantime. 
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Summary. — The economic losses and social costs of industrial 
conflicts are so tremendous that their prevention and settlement are 
imperative. Industrial cooperation must succeed industrial warfare. 

Industrial disputes may be adjusted directly by the parties themselves 
or through the intervention of government. Methods of governmental 
action include mediation or conciliation, compulsory investigation, and 
voluntary or compulsory arbitration. Mediation is diplomatic, for its 
aim is to help the disputants settle their own difficulties. Arbitration, 
however, is judicial, because an award must be made by a board of 
arbitration. The acceptance of arbitration may be voluntary or com- 
pulsory, and the acceptance of the award may be voluntary or com- 
pulsory. Voluntary decision to arbitrate with voluntary acceptance 
of the award is no more than mediation or conciliation. Compulsory 
arbitration with voluntary acceptance of the award is, in effect, com- 
pulsory investigation. 

Frequent failures of mediation and conciliation to prevent or to 
terminate strikes have led to the advocacy of coercive measures. Com- 
pulsory investigation permits an impartial study of the causes of 
industrial unrest, a wide dissemination of the recommendations of the 
experts employed, and an appeal to enlightened public opinion for 
improvement. 

Compulsory arbitration goes even further, as it makes binding the 
award of the commission. This assumes the existence of definite stand- 
ards of justice in the matters of wages, hours, and working conditions; it 
requires wage boards for their codification and enforcement. Organized 
labor has opposed compulsory arbitration because of its denial of the 
right to strike. 

Compulsory arbitration through wage boards functioned fairly 
well for some 3mars in New Zealand and Australia. It was tried in 
Kansas, where it was soon abandoned and declared unconstitutional as 
a general principle. 

Compulsory investigation may or may not involve postponement 
of the right to strike. The latter feature was embodied in the laws of 
Canada and Colorado. 

Joints industrial councils are meetings of representatives of employers 
and of labor organizations for the formulation of trade agreements. 
These define the current usages or the generally accepted conditions of 
employment in a particular industry for a specified period of time. 
They are the bases for individual contracts between employers and 
employees or for collective contracts between responsible parties. Trade 
agreements may also contain provisions for the arbitration of industrial 
disputes and for the adjustment of individual grievances. 
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Questions for Discussion 

1. a. Distinguish between mediation and arbitration. 

6. Contrast their relative advantages and disadvantages. 

2. o. Differentiate between voluntary and compulsory arbitration. 

6. Outline various steps in each. 

3. Indicate the objectives, advantages, and limitations of compulsory investi- 
gation. 

4. Explain the methods used in Canada and Colorado to promote industrial 
peace. 

5. Justify or criticize compulsory arbitration of labor disputes. 

6. Explain and compare the machinery for compulsory arbitration used in New 
Zealand and Kansas. 

7. Trace the evolution of mediation and voluntary arbitration by the Federal 
Government in interstate commerce. 

8. What are some distinctive features of trade agreements? 

9. Illustrate trade agreements in the mining or clothing industry. 

10. Differentiate among usages, contracts, and conspiracies. 

Topics for Investigation 

1. Governmental machinery for better industrial relations in your own state. 

2. Promotion of industrial peace during the First and Second World Wars. 

3. President Wilaon’s first and second industrial conferences. 

4. Labor relations boards of President Franklin D. Roosevelt. 

5. Compulsory arbitration in New Zealand and Australia. 

6. Kansas Court of Industrial Relations. 

7. Compulsory investigation of labor disputes in Canada and Colorado. 

8. Views of organized labor toward compulsory arbitration. 

9. Trade agreements in the coal mines. 

10. Trade agreements in the clothing industry. 

11. Trade agreements in some other industry with which you are familiar or in 
which you may be interested. 

12. Enforcement of trade agreements. 
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PART FIVE 

THE APPROACH OF THE EMPLOYER 


Chapter XVIII. Scientific Management and Personnel Administration, 
Industrial Efficiency and Social Welfare. 

Chapter XIX. Employee Representation and Profit Sharing, Industrial 
Democracy and Industrial Autocracy. 




CHAPTER XVIII 


SCIENTIFIC MANAGEMENT AND PERSONNEL 
ADMINISTRATION 

INDUSTRIAL EFFICIENCY AND SOCIAL WELFARE 

1. Labor Turnover, a. Nature . — “Labor turnover” ia the proper 
term for what is popularly known as luring and firing within industry.] 
It is c hange of j)ersonnel within a business organization. 

Labor turnover is generally expressed as a percentage or as a ratio 
between the number of people employed and the number of positions 
existing in an organization. For example, an annual labor turnover of 
300 per cent would signify that during the year, on an average, three 
people were employed for every position in the plant. Although some 
individuals remained constantlj’^ at their posts, many individuals came 
to and went from other positions. 

Unemployment means no work, but labor turnover means change of 
work. Although there may have been no stoppage of work within a 
particular industrj'', locality, or period, such continuity of employment 
does not imply that the same people held the same jobs. 'Individuals 
may have been irregularl}- employed and may have gone from one 
position to another. Although the stream of employment may have 
flowed continuouslj^, its human composition of particular workers in 
specific positions may have altered frequently and greatly. 

b. Social Significance . — Studies have shown that an annual labor 
turnover from 200 to 400 per cent has not been unusual, even in ordinary 
times. In periods of readjustment, such as those to p,nd from national- 
defense industries, labor turnover is far greater. Hence this problem 
may be as serious as that of unemplojunent. Moreov er, unem p loyment 
o r irregular emplo yment may exist along j\ith excessive labor tui^jrer,^ 
al^pugh unemployment is most serious during, a period of business_ 
depression, w^reas labor turnover is excessive in a period of industrial 
reE^ju^nent or r^pveiy. ' Their social aspects, however, in industrial 
inefficiency, economic waste, and human costs are similar. 

Labor turnover has social significance also as a jeflection of industrial 
unrest.^ People express their dissatisfaction with working conditions 
passively and individually by quitting their jobs, as well as actively and 
collectively by walking out on strikes. 

c. Forms of Labor Turnover . — ^Labor turnover may be any one of 
three general types: a general layoff of all workers, a discharge of particu- 
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lar individuals, and a voluntary quitting of certain employees. Although 
it is difficult to classify every separation of an individual from his job, 
most studies of the problem seem to indicate that the third type of labor 
turnover is greater than the other two types combined. The relative 
proportion of these different types of labor turnover varies in periods of 
depression and periods of prosperity. During periods of depression 
and unemployment, the relative proportion of layoffs is greater; but in 
periods of prosperity, the relative proportion of voluntary separations 
is greater. 

d. Causes . — ^The causes of labor turnover, like those of unemploy- 
ment, may be approached from either the individual or the environ- 
mental aspect. Among the personal causes of excessive labor turnover 
are such factors as illness, a migratory tendency, or an uncongenial 
disposition. Within the environment are such economic and social 
factors as those which contribute to the general problem of unemploy- 
ment; they were discussed in Chap. XII. 

An important cause of excessive labor turnover is the absence of a 
sound personnel policy or the presence of glaring weaknesses in industrial 
management. Poor methods of hiring and placing workers, autocratic 
management of industry, lack of financial or nonfinancial incentives to 
increased production, presence of unfavorable working conditions, 
absence of recreational facilities, and lack of vocational educaAion are 
other direct or contributory causes of excessive labor turnover. 

Skill and sex are also important factors in this problem. The rate of 
labor turnover is higher for unskilled workers than for skilled workers. 
Perhaps the superior organization of skilled workers makes it possible 
for them to shape somewhat better their conditions of work and to hold 
more securely their places of employment. The common laborer may 
be discharged with impunity, for his place is easily filled; he can express 
his dissatisfaction with his job only by quitting work, after which he must 
blindly grope about for other employment. It would also seem that labor 
turnover is less among women than among men, in spite of the common 
assumption that women are merely loaned to industry. 

c. Effects . — ^A certain mobility of labor is necessary to permit com- 
petition among employers to smooth out wage irregularities in different 
industries and to improve general working conditions. Some change of 
occupation is desirable for men seeking to improve their positions and to 
rise from one labor group into another. But much labor turnover is a 
mere change in personnel and an exchange of jobs without accomplishing 
these objectives. 

The effects of excessive hiring and firing both on the individual worker 
and on industry in general are similar to those of unemployment and 
industrial conflict. The laborer may lose as many working days because 
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of a frequent change of jobs as because of a long shutdown of the plant; 
he is apt to lose more time because of labor turnover than because of 
strikes or lockouts. Our previous discussion of the effects of unemploy- 
ment and of industrial conflict makes unnecessary any lengthy treat- 
ment of the effects of excessive labor turnover. It will be sufficient to 
note that labor turnover causes industrial inefficiency, which, in turn, 
causes a still greater labor turnover. The frequent changing of jobs 
with intervals of idleness between them is demoralizing to the individual 
worker, because it destroys stead5’^ habits of thrift and industry. 

Stability of personnel is a vital factor in efficient production. Exces- 
sive hiring and firing is w'asteful and expensive. The cost of breaking 
in a new employee varies in different industries, but it has been estimated 
at from $25 to $100 for ordinary semiskilled labor. ^ Consequently, 
excessive labor turnover causes a tremendous drain and a severe strain 
on the industrj' in which it flourishes. 

/. Reduction of Labor Turnover . — ^The mitigation of labor turnover, 
like the reduction of unemployment and the prevention of industrial 
conflict, is an important problem of industrial management. Its serious 
social aspects likewise are ameliorated by a more enlightened policy of 
management, such as the establishment of personnel departments and 
the installation of pension systems, welfare work, and employee-repre- 
sentatioh and profit-sharing plans. Such a program of the liberal 
employer will be discussed in these two chapters of Part V. 

Between the First and the Second World Wars considerable reduction 
of labor turnover, if not of unemplojrment, was acliieved. This was due, 
in part, to the modern and enlightened policy of management and, in 
part, to changed economic conditions. Good jobs were not easy to 
obtain in the industrial reorganization which followed the First World 
War. In the period between 1921 and 1929, the volume of employment 
did not keep pace vith that of production. In the depression from 1929 
to 1933, imemployment was rampant and a job was something to be held 
as long as possible. With industrial recoverj'- in the early thirties, 
industrial conflict in the middle thirties, and industrial rearmament in 
the late thirties, the problem of labor turnover became aggravated. 

2. Methods of Remuneration, a. Labor Costs . — Part II distinguished 
between money income and real income and between wage rates and 
actual earnings. It wall be remembered that wages are payments for 
short periods of time or for particular tasks accomplished, whereas 
earnings are amounts paid for longer periods of time or for aggregate 
tasks accomplished. Wages afford scales for computation, but earnings 
are actual paj’- checks or cash in the pay envelopes. 

'Alexander, M. W., “Hiring and Firing,” Annals of the American Academy of 
Poliiical and Social Science, vol. 67, p. 135, 1916. 
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Labor costs are pay rolls in relation to production. They are ratios 
between what workers get and what workers do. Management is 
interested not so much in lower earnings as in lower wages per unit of 
product. Putting it positively rather than negatively, employers are 
favorable to higher earnings provided that production is increased pro- 
portionately or more than proportionately. Profits are menaced not 
by high wages but by excessive labor costs. It is possible and desirable 
to have large earnings despite low labor costs. 

Management favors any system of payment which serves as an effec- 
tive stimulus to increased production and which is not accompanied by 
corresponding waste or deterioration in quality. On the other hand, 
the employee is opposed to any system of wage payment which tends to 
reduce total earnings or wages per unit of output. Organized labor, 
we have seen, opposes management’s attempt to drive workers by pace 
setting; it therefore views with suspicion financial incentives to step 
up their efforts. Under the lure of higher wages for increased production, 
workers are tempted to speed up or to work overtime until physical 
exhaustion or permanent impairment of health results. 

b. Time and Piece Wage . — The two basic systems of remuneration 
are the time and the piece wage. Other methods are modifications of 
these fundamental forma of wage payment. Under the time-wage 
system, the basis is a unit of time, such as an hour, a day, or ''a week. 
Salaries are time wages expressed per month or per year. Under the 
piece system, the unit of payment is a specific amount of product. Pro- 
fessional fees and commissions resemble piecework payments. 

Time wages are used where the measurement of output of an individual 
worker is difficult, as in construction work done by unskilled laborers. 
With time wages it is customary for the employer to attempt to quicken 
the workers who seek to adjust their pace to that of the slower workers. 
Reliance is placed on foremen, who have been termed “the first line of 
defense of industry.” In the past, foremen have often been selected, like 
the slave overseers of antiquity, because of their power to drive the 
workers to increased productivity. Verbal abuse and the threat of 
prompt discharge have been used as whips on the backs of the idle, the 
slow, and the inefficient. 

Piecework is common among the semiskilled operators of machines, 
where dexterity in simple operations is required, but where real skill and 
expert craftsmanship are not involved. With the substitution of piece- 
work for time payment, the inspector replaces the foreman and time clerk. 
He passes on the quality of the product; the number of accepted pieces 
determines the amount of earnings. Piecework is less conducive Jo 
soldieri ng on th e job than is time work. Hence employers have sought 
to introduce it wherever possible. 
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Although the individual worker may favor piecework becaiose of the 
lure of gi’eater earnings, organized labor has often been hostile to this 
system. It encourages speeding up workers and it is easy of abuse. After 
production per worker has been increased, management has often cut the 
rate per piece. Either the employee must suffer a loss of earnings or he 
must speed up to a still higher level of production. Wherever the piece 
rate could be fixed in a rather arbitrary manner by the employer, the 
greater eflaciency of the workers has often been penalized by a cut in the 
piece rate. Bitter past experiences have made the workers suspicious 
that any changes in methods of computing piece rates may be devices to 
cut down their actual earnings. 

The development of scientific management has stimulated job 
analyses; it has pioneered in motion and time studies. The scientific 
determination of a fair day’s work or a fair piece rate has made subsequent 
rate cutting less likely than in former years. Nevertheless, “new condi- 
tions,” “unusual circumstances,” and “temporary emergencies” continue 
to furnish excuses for rate cutting. 

Piecework has been opposed for economic, as well as humanitarian, 
reasons. It has been charged that it sacrifices quality of product to 
quantity. This natural tendency is further increased by corruption of 
in.spectors. In the manufacture of munitions for a foreign government 
during the First World War, for illustration, it was found that a pre- 
posterously large portion of the “inspected” ordnance was worthless. 

c. Task Wages and Premium Plans . — The task wage is a compromise 
between the time and the piece system. Wages are fixed on a time basis; 
but unless the worker performs a certain standard amount of work within 
the allotted time, he suffers a corresponding loss of earnings. This 
system was in vogue some jmars ago among the Jewish clothing workers, 
where it intensified the sweatshop evils. 

Premium plans also are compromises between time work and piece- 
work, but, in contrast to the task-wage system, premium plans are posi- 
tive, not negative. There is an existing wage scale based on either the 
time or the piece system. A standard amount of output or a given 
period of time is agreed on as the basic unit; an excess of production, an 
increase in speed, or overtime beyond this previously agreed upon 
standard is rewarded by an addition to the regular wage. 

The development of scientific management and personnel administra- 
tion has been accompanied by the formulation of many premium plans 
and bonus s3"stems. The Halsej’^ premium plan will serve as an illustra- 
tion. Standard times are set for jobs and a bonus or premium is offered 
to every worker who saves time on the job. But the bonus does not repre- 
sent full wages for the time saved, as under straight piece rates, but only a 
fraction thereof, such as one-third or one-half. If the worker does not 
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save on the standard time or fails to do the work in the allotted time, he 
^^^^peceives merely his hourly wage. 

3. Scientific Management, a. Nature . — Scientific management is an 
attempt to apply the experimental method to industry and to measure 
results. It has sometimes been interpreted as a later phase of the 
industrial revolution, which, in turn, grew out of the earlier “age of 
enlightenment.” Scientific management represents a further advance in 
technology, i.e., in the application of science to the problems of economic 
production. The material aspect of modern technology is power 
machinery; its nonmaterial aspect is improvement in industrial processes. 

Scientific management seeks to discover by objective investigation 
what method of doing a particular piece of work is most efficient, i.e., 
which yields the maximum of production with the minimum of effort or 
waste, after which the industrial process or business organization is 
standardized in accordance with the ap proved techniq ue. Scientific 
management compares its results with thos^ of tradit ional metho ds; it 
discards guesswork and “rule of thumb” in favor of “the best by test.” 

b. Motion and Time Studies . — ^The great pioneer in scientific manage-, 
ment was Frederick Taylor, who may justly be given the title of “the 
first effici ency engineer.” He became interested in the subject because 
of his observation of the common tendency of workmen under modern 
conditions to shirk or “to soldier on the job.” Thylor ascribed this 
tendency to ignorance oh the part of both employers and employees as to 
what co nstit\ited a fair day’s w ork. Efe sought to determine this stand- 
ard in concrete cases by thb process of scientific experimentation. 

In order to secure a fair day’s work with maximum production, it was 
found necessary to study, to improve, and to standardize industrial 
processes. It was no longer possible to leave to the workman the details 
of how he should work. Taylor’s famous motion and time studies led him 
to the conclusion that many laboring operations were inefficient but 
capable of improvement. 

Scientific management discovered that the laying of bricks, for illus- 
tration, was done in a haphazard manner. The necessary motions of 
bricklaying were, therefore, carefully planned into what seemed the most 
efficient routine; waste movements were eliminated. The skilled brick- 
layer was relieved of certain tasks, such as carrying hods and adjusting 
scaffolds, which could be performed by unskilled labor. Similar motion 
and time studies revealed that even the common operation of shoveling 
was not a single task, nor was it efficiently done; shovels of various sizes 
and shapes were required for different types of work. 

c. Essentials of Scientific Management . — Scientific management re- 
quires a carefully laid-out plant to facilitate the smooth, continuous, and 
rapid flow of work. It involves the introduction of improved machinery 
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and the use of those industrial processes which have proved to be most 
efficient. Scientific management schedules carefullj’^ the work of each 
laborer and eveiy machine. 

I Another essential is the transfer of function, direction, and method 
from workers to pianagement. Routine work is separated from excep- 
tional work. The latter is the function of management or of specially 
trained workers, whose time should not be spent on mere routine matters 
which require little skill or judgment. This great increase in the func- 
tions of management requires especially prepared assistants or "func- 
tional foremen.” 

Scientific management requires also the keeping of careful records, the 
results of which should first be analyzed and then be utilized. Cost 
accounting is necessarj’^ to the scientific management of industry. 

^ After improving the general conditions of work and raising labor to a 
high point of efficiency, a standard day’s work is generally decided on for 
a specific operation. A scaled bonus above the current wage rate may be 
given to a worker who finishes his task in less than the allotted time. 

d. Fundamental Principles . — Taylor enumerated four underlyings 
principles of management: (1) development of a true science of industry, 
(2) careful selection of workmen, (3) their further education and develop- 
ment, and (4) intimate friendly cooperation between management and 
men.^ 

Although Taylor was the father of scientific management, his writings 
do justice neither to himself nor to this important movement. • A modem 
student has restated in the following brief form the essential principles of 
scientific management as enumerated by Taylor. 

A. The improvement and standardization of the productive organization 
and, of the material equipment of the plant. This involves the rearrangement 
of the plant equipment to secure the quickest routing; the reorganization of the 
managerial force on the basis of the division of function; the use of cost account- 
ing; the improvement of storekeeping methods and the adoption of economic 
systems for classifying implements and manufactured products; the development 
of measuring devices such as the slide rule and various other improvements over 
e.xi8ting practice. 

B. The improvement and standardization, for each job, of the acts or move- 
ments of workmen. Under the systems of management commonly in vogue, the 
management does not and cannot know that great mass of traditional and 
habitual rule-of-thumb knowledge which workers use; it can, therefore, give them 
little help or advice and must leave them to carry out each task as they see fit. 
But “among the various implements and methods used" there is always one 
method and one implement which is quicker and better than the rest; and this 
one best method and best implement can be discovered and developed only 

‘ Tatlob, F. W., “Principles of Scientific Management,” p. 69. 
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through scientific study and analysis of all the methods and implements in use, 
together with accurate, minute, time and motion studies. 

C. The standard task, baaed on an elementary time study and assigned by 
the planning department. The first uses of time study are in the elimination of 
unnecessary motions, the standardization of the operation, and the assignment 
to imskilled laborers, when possible, of routine operations not requiring skill. 
After the improvement of methods the movements are, if it seems necessary, 
timed again. The planning department then fixes a standard time — a “task” — 
for each’ operation, based on observation of the minimum, average, and longest 
times required for the operation. Then an instruction card is made out, inform- 
ing workmen what motions to perform and what standard task has been set up. 

D. Functional foremanship in which the single supervisor is replaced by a 
number — ideally seven — of specialized teacher-supervisors (inspector, gang-boss, 
speed-boss, repair-boss, time clerk, routing clerk, and disciplinarian) and the 
management substitutes friendly cooperation with the workers for the suspicious 
driving of the system inherited from the entrepreneur industrial organization. 

E. The differential wage — a “bonus” or higher piece rate — ^is given to the 
worker who makes or exceeds the set task.^ 

Results and Possibilities . — ^The advantages of scientific manage- 
ment, like those of machinery, should accrue to the employer, to the 
h employee, and to society in general. Technological progress represents 
j superior economic adaptation, and increased production means greater 
'j real income. Hence scientific management should result in higher planes 
/of living for all, unless its gains are concentrated and not diffused. Its 
benefits to labor should be reflected in shorter hours, higher wages, and 
\r lower prices. 

Taylor claimed such results for his early experiments in scientific 
management. He wrote as follows: 

At least 50,000 workmen in the United States are now [lOll] employed under 
this system; and they are now receiring from 30 to 100 per cent higher wages 
daily than are paid men of similar caliber with whom they are surrounded, while 
the companies employing them are more prosperous than ever before. In these 
companies the output, per man and per machine, has, on the average, been 
doubled. During all these years there has never been a strike among the men 
working under this system. In place of suspicious watchfulness and the more or 
less open warfare which characterizes the ordinary types of management, there 
is universal friendly cooperation between the men and management.® 

Numerous illustrations could be cited to show how the introduction of 
scientific management resulted in greater production and higher wages. 
One of Taylor’s followers, for illustration, made astonishing progress in 
the simple and repetitive occupation of bricklaying. After training 

® Tuowell, R. C., “Industry’s Coming of Age,” pp. 31 and 32. 

' Taylor, op. eit., p. 28. 
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workers in the new methods, an average of 350 bricks per man per hour, 
as compared mth the former average 120 bricks, was achieved. 

Professor Irving Fisher summarized the case for scientific manage- 
ment as follows: 

As an economist I would stress particularly the value of scientific manage- 
ment to labor — ^when as a matter of course, scientific management is as universal 
as the telephone or newspaper — I have little doubt that the welfare of labor will 
be double; in short that real wages will be twice as liigh as at present. In the 
end, labor gains the most from so-called “labor saving devices.” Increased 
production means simply increased income to society, and the wage earner as a 
class usually profits the most in the end.‘ 

Objectives and Criticisms . — Scientific management has two objec- 
tives. The first consists of the systematization of industry by the 
introduction of improved and standardized methods of production. It 
separates managerial functions from laboring operations, handwork from 
brain work, and skilled labor from unskilled. The second objective is 
psychological rather than technological, for it consists of devices designed 
to stimulate the worker to increased production. The second objective 
of scientific management is difficult to separate from the first, but it is the 
chief source of opposition on the part of labor. 

Efficiency has been defined as maximum output with minimum effort. 
Scientific management has stressed the first factor but often ignoi-ed the 
latter. Moreover, workers resent being treated as automatons; they 
rebel against being driven to the limits of their physical and mental 
capacity. Maximum production from a machine is a different problem 
from maximum production from a human being. 

g. Opposition of Labor . — The chief objection of the worker to scientific 
management comes from his fear that it is merely a ruse of the employer to 
speed up his employees to their utmost exertion. The worker is fre- 
quently obsessed with the familiar lump-of-labor fallacy; he fears that 
scientific management will rapidly lessen the total volume of work to be 
done and thus increase unemployment. 

Organized labor also regards scientific management as a subtle attempt 
of employers to weaken labor organizationi^v Again, its primary aim— 
ihdfeasedT production — ^is the very opposite of the union’s policy of limita- 
tion of output. ! These opposing objectives of management and organized 
labor raise the questions whether a fair day’s work is the same for all 
workers, and, if so, whether it can be determined by cither the trade union 
or the efficiency engineer. Human differences are such that any Icvel- 
ing-up or leveling-down process may work individual hardship and 
injustice. 

1 Irving Fisher, in an address delivered Dec. 4, 1924, before the Taylor Society. 
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Some spokesmen of organized labor further contend that scientific 
management tends to reduce the mass of workers to the ranks of the semi- 
skilled, who take orders from functional specialists. Indeed, tliis new 
functional arrangement may be just as autocratic as the former "mili- 
tary” organization of industry. Scientific management is viewed as 
undemocratic also because of the temptation to fit men to their jobs, 
rather than.to place men in jobs for which they are best fitted by nature 
and previous training. 

In the last place, the complex character of modem industry makes it 
difficult for a worker to see the direct benefits to himself of improved 
methods in industry. He contends that, in the division of’ the gains of 
scientific management, the employer has received the lion's share. He 
I fails to visualize the general diffusion of its indirect benefits in the form of 
\ lowered prices for many commodities which he himself purchases. The 
worker can see only that under scientific management he suffers increased 
mental and physical strain without compensating gain in the form of a 
shorter woiking day. Slightly higher wages are little compensation for a 
shortening of his working life and anrearly dismissal to the scrap heap of 
industry. 

Taylor feared the result of a sudden increase of vrages. His experi- 
ments proved to his own satisfaction that an increase in wages up to 60 
per cent was beneficial, but increases beyond that point were conducive to 
shiftlessness, extravagance, and dissipation on the part of the workers. 
Organized labor has resented tliis statement and has contended that, in 
the distribution of the gains of scientific management, the worker has 
rarely had an opportunity to test the effects of any great or sudden 
increase in wages. 

h. Indictment of Scientific Management. — ^Labor’s opposition to 
scientific management has been summarized strongly as follows: 

The model workman, from the standpoint of the typical efficiency engineer, 
is the vigorous man who freely expends all of his surplus energy during the 
working hours and who utilizes his non-working hours only for recuperation and 
preparation for another day’s work. It is not the purpose of efficiency engineer- 
ing to allow the worker to depart from the door of the factory at night with more 
than a minimum of surplus energy for recreation, for family life, for civic duties, 
or for trade-union activities. In short, there is little in the actual program of 
efficiency engineering which indicates that the wage earner is to be given oppor- 
tunity for individual development and the various paternalistic endeavors 
classified as welfare work have not been overlooked. A human machine rather 
than a man is the "model workman.” One also finds little, or more accurately, 
nothing, in Mr. Taylor’s book which indicates that he appreciated or sympathized 
with the viewpoint of the wage earner. Even the slave-holder of ante-bellum 
days was interested in “welfare work.” But, of course, the slaveholder was 
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interested in the matter purely and solely for the purpose of increasing the effi- 
ciency of the slaves or of reducing the cost of production.' 

This indictment of scientific management was truer a decade ago than 
it is today. The new, as compared with the old, scientific management 
represents human, as well as mechanical, engineering in industry. Con- 
stant improvements in the plant have been sought in the interests of 
human welfare, as well as in the interests of industrial efficiency. , More- 
over, these two ideals have been found to be reconcilable and closely 
associated, rather than conflicting and irreconcilable. Improved working 
conditions make for increased industrial efficiency, as well as greater 
social welfare. Devices to protect the workers’ safety and health and to 
reduce the strain and annoyance of modern industry, discussed in Chaps. 
IX and XI, are in no small measure the product of the efficiency engineer. 

4. Persormel Administration, a. Nature and riims.-T^Scientific man- 
agement has been supplemented by personnel administration, which has 
been defined as the “direction and coordination of human relations of any 
organization with a view to getting the maximum production with a 
minimum of effort and frictioii, and with proper regard for the genuine 
well-being of the workers.” “ The best technical processes and the most 
scientific methods in industry nail not reach their full fruition if the human 
element is ignored. Unhealthy, maladjusted, and discontented employees 
are less efficient than healthy, harmonious, and happy employees. 

The motion and time studies of early scientific, management made the 
mistake of viewing industrial relationships as mechanical and material, 
rather than as psychological and human. -Tersonnel administration 
added i ndustrial psy chology to industrial engineering; it supplemented 
the economic ideal of efficient working with the social ideal of happy, 
harmonious living. It broadened the scope of management from rela- 
tions between the worker and his job to relations between the worker and 
his fellow workers, employer as well as employees. It extended the 
interest of management from working conditions of employees to their 
living conditions. 

<..^he triple concern of personnel administration is the improvement of 
re l^ons between the worker and h is work , between the worker and his 
fellow employees, and between the worker and his employer. ^ 

Personnel administration seeks t o improve general working conditions 
or a plant so that the health, comfort, and safety of its workers can be 
advanced. It seeks to reduce ex cessive lab or timnover by a more eyeful 
s election , pl acement, and education of wo rker s. It also strives to elimi- 
nate friction bet ween men and management and to promote better indus- 

,? Carlton, F. T., “History and Problems of Organized Labor," p, 253. 

’ Tead 0., and H. C. Metcalf, “Personnel Administration,” p. 2. 
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trial relations. Finally, personnel departments usually administer 
welfare programs among employees. \ 

b. Services of Personnel Departments . — Personnel administrators first 
make job analyses of various positions within a particular plant, and then 
draw up careful specifications concerning the personal and technical 
qualities necessary for the successful performance of each occupation. 
With such a check sheet before him, the personnel officer can examine the 
specific- skills and techniques and the general mental, physical, and moral 
qualities of each applicant, as revealed by an oral interview, a written 
examination, a practical test, and a careful scrutiny of references. Such 
an examination seeks to eliminate unnecessary hiring and firing and 
excessive labor turnover by a careful selection of employees. Again, it 
reduces dissatisfaction and industrial unrest by a more careful placement 
of the employees selected. 

The discharge and promotion of workers were formerly as arbitrary as 
their methods of employment and placement. A good worker might be 
dismissed summarily because of some whim, prejudice, or personal grudge 
of his foreman. It is true that discipline must be maintained if an indus- 
try is going to function effectively. The viewpoint of the foremen and 
other minor executives must be considered, but their power of discharge 
should not be absolute. 

The personnel department should supervise promotions as well as 
dismissals. Industrial unrest results not only from unwarranted dis- 
charges, but also from unmerited advances. The personnel department 
should strive to formulate standards of eflBiciency and to keep records of 
performance of various workers within the plant. Different schemes of 
rating have been devised for various types of workers. Although they 
are easy targets for adverse criticism, such attempts seem like a step in 
the right direction. Imperfect methods of rating are probably better 
than none at all. 

V. ' Transfers within a plant are another important function of the per- 
sonnel department. A man may be a misfit rather than a total failure. 
Before being discharged as incompetent, he might be tried at another 
kind of work within the same factory. Thus a worker comes to feel that 
management is interested in his individual welfare and that big business 
is not utterly impersonal. By such activities the personnel department 
can develop an industrial esprit de corps and a loyalty to the organization 
which will show themselves in increased production and decreased 
waste. 

personnel department may also perform educational work in the 
aims and processes of industry. It may give to selected applicants 
brief courses of training to promote efiBciency in their prospective jobs. 
This may help the individual worker to visualize the relationship of his 
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particular task to the industry as a whole and may reduce, somewhat, the 
stultifying character of modern specialized and mechanized production. 

Unlike the older type of scientific management, which widened the 
gulf between men and management, modern personnel administration 
stresses industrial morale, as well as industrial efficiency. It serves as a 
clearinghouse in which petty grievances can be discussed and eradicated. 

c. Organization of Personnel Work. — As conditions vary greatly in 
different places, no standard plan of organization can be giveri for per- 
sonnel work. Moreover, the human equation is ever present. In its 
final analysis, the best plan of personnel administration is the one which 
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produces the best results for a particular group of individuals under a 
specific set of conditions. Although details of administration should be 
elastic, it is important that responsibility be centralized in a specially 
trained official or in a definitely established personnel department. 

Subdivisions or committees of a personnel department depend on the 
extent of its work. In addition to the fundamental functions of employ- 
ment, placement, promotion, transfer, and dismissal, there may be divi- 
sions on industrial relations, health, safety, welfare, and education. 

Successful personnel work is conditioned by an appreciation of 
physiological, psychological, and sociological factors in industry, just as 
efficient industrial management or production requires an engineering 
background, and effective business administration or distribution necessi- 
tates an economic background. Personnel administration calls not only 
for special training, but also for exceptional personal qualities of sound 
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judgment and intelligent leadership. Failure will be the result of 
incompetence. 

Close contact must be maintained with both men and management, in 
order to get the point of view of both sides on a given matter. No project 
should be undertaken without first understanding and then explaining its 
objectives. Knowledge and sympathy are essential to the success of all 
plans of the personnel department. A mediocre scheme which emanates 
from suggestions of the workers may fare better than a superior device 
which they regard as superimposed on them. Committees of the workers 
themselves are necessary for the successful administration of such welfare 
programs as the personnel department may see fit to develop. Personnel 
work is educational as well as social, and care should be exercised not to 
expand until the ground is carefully prepared in advance. 

6. Welfare Work. a. Nature and Scope . — The extension of the func- 
tions of management beyond the factory walls into the leisure time of the 
workers has been termed “welfare work.” It has been defined by Pro- 
fessor Commons to include “all those services which any employer may 
render to his work people over and above the payment of wages.” 

The first stimulus to welfare work came from the employment of 
women and children within factories and mercantile establishments, but 
it later spread to other groups of workers. It also went from production 
to consumption, from industry to the home, and from working conditions 
to living conditions. The concept of the functions of management and 
the concern of the employer have widened far beyond increased and 
improved industrial production. Management is now regarded as 
having social, as well as economic, responsibilities. 

Various welfare schemes that have been developed include housing, 
recreation, education, health, safety, and thrift projects. They are 
generally operated under the personnel department, usually by joint 
committees representing both employers and employees. They are 
sometimes accompanied by schemes for profit sharing and industrial 
representation by employees. 

b. Housing Projects . — Because of the isolated location of many of its 
mines and furnaces, the Colorado Fuel and Iron Company entered upon 
housing projects for its employees. Hershey, Pa., known as “the choco- 
late town,” contains commodious community buildings and attractive 
homes which the Hershey Company rents to its employees. Bourneville 
Village, another “chocolate town” is located a few miles from Birming- 
ham, England ; it consists largely of the homes of the workers in the neigh- 
boring factory of the Cadbury Brothers. The company rents these 
houses to its workers and helps them to become home owners by per- 
mitting them to buy houses on easy terms; it has provided a community 
park and numerous recreational facilities. Although early company 
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towns like that of Pullman were drab and ugly, recent ventures in both 
Europe and America testify by their architectural beauty and natural 
loveliness that such need not be the ease. There is no duU uniformity 
in these later company houses. 

During the First World War, the United States Government built a 
small village just outside Camden, N. J., for the housing of workers 
employed in the shipbuilding industries along the Delaware River. 
These homes were small but attractive. They showed what could be 
done by collective action. Modd tenements have been constructed 
by many cities and then rented at low rates to workers. Probably the 
most expansive developments of this sort have been carried out in Vienna 
and in some Scandinavian cities. The recent depression and recovery 
periods stimulated in this country a similar movement toward the elimina- 
tion of city slums and the construction of attractive, low-priced homes and 
apartments for workers of modest means. The Second World War 
revived the former problem of housing defense workers in governmental 
projects. 

c. Recreational Schemes . — Employers have been as reluctant to 
inaugurate recreational programs for their employees as to enter upon 
housing projects. They have often preferred to subsidize these projects 
and to leave their operation to some outside organization. The industrial 
branch of the Young Men’s Christian Association, for illustration, has 
cooperated very effectively with both men and management for the 
promotion of many welfare schemes. Witness the numerous branches of 
that and kindred organizations which have been established in great 
railroad and industrial centers. 

In some cases, the management of the company itself has established 
clubhouses for its employees. These generally include reading rooms, 
lounging and smoking rooms, gynmasiums, and other facilities for exer- 
cise, reaction, and social intercourse. Athletic fields and indoor halls 
are maintained by some firms which have organized teams among their 
own employees. Baseball, basketball, and bowling contests are held 
among different firms and among different departments within a particu- 
lar firm. 

It is important that the management of these recreational activities of 
workers be administered by their own representatives. It is also desirable 
that there be some small contribution from all participants, in order that 
they may feel themselves a part of the plan and that any possible stigma 
of charity will be removed. It is also desirable that the recreational 
facilities be near to, but not inside, the factory. 

. d. Social Service . — ^Many large firms maintain social-service depart- 
Ejfjiits, while others subsidize existing social organizations in the interests 
of their own employees. The latter method is perhaps preferable to the 



442 


SOCIAL ASPECTS OF INDUSTRY 


fonner, because it avoids a multiplication of existing social organizations 
and because it eliminates the criticism that the employer is prying into 
the private affairs of his employees. The workers themselves may 
organize permanent or temporary committees to visit the sick and to help 
restore other unfortunates to economic independence. Such a program 
may be subsidized and supervised by the personnel department. In 
special cases, a visiting nurse or a trained social worker is necessary for 
the alleviation of distress or for assistance to families in raising their 
standards of living by a better budgeting of their incomes. This social- 
service work should be correlated with a general health program. 

e. Thrift Programs . — Other welfare projects seek the promotion of 
thrift. They include Christmas or vacation funds, opportunities to 
buy the stock of the company on favorable terms, and saving and loan 
associations for the purchase of homes. Profit sharing and employee 
ownership of stock will be treated in the following chapter. 

Many companies have pension systems by which they reward the 
long and faithful services of their employees. Unfortunately, as was 
seen in Chap. XI, these private pensions are often inadequate in amount 
and coverage of workers; hence the necessity for social insurance of various 
types. 

In the absence of such social insurance, or in addition to it, the welfare 
programs of many companies include the maintenance of disability funds 
for the care of the sick, injured, widowed, and orphaned members of their 
large industrial families. Such benefit plans give financial assistance in 
time of need, encourage thrift among the workers, develop a fraternal 
spirit among them, reduce labor turnover, and tend to induce loyalty 
to the company on the part of its employees. 

/. Advantages and Disadvantages of Welfare Work . — Welfare programs 
should be developed gradually. They should be expanded only as rapidly 
as sentiment among the workers seems to warrant. As far as possible the 
employees themselves should manage, or participate in the management 
of, the detailed operation of these projects. 

If wisely directed and democratically administered, welfare work 
should produce cooperation, rather than antagonism, on the part of 
employees toward their employers. Instead of creating resentment 
among the workers against management’s intrusion into their methods 
of living and its interference with their leisure time, welfare work may be 
made to breed contentment and loyalty to the “corporation with a soul.” 

Organized labor, nevertheless, has not taken a very sympathetic 
attitude toward the welfare work of management. It has been stig- 
matized as “capitalistic feudalism” or as “benevolent despotism,” which 
merely increases the dependence of employees on their employer. The 
workers sometimes resent attempts to influence the ways in which they 
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spend their leisure time. It is further charged that welfare work has 
often been given, not in addition to wages, but rather in lieu of wages, 
i.e., as a substitute for higher compensation. 

Organized labor has insisted that the workers be given a greater share 
in the product of their labor and that they be permitted to spend it as they 
please. It is felt that the paternalistic schemes of some employers reduce 
their workers from the high level of free men to that of “wards of capital- 
ism.” In the last place, it is contended that elaborate welfare*schemes 
have sometimes been inaugurated, not for humanitarian reasons, but to 
advertise the products of employers and to build up the commercial asset 
of good will. 

The advocates of welfare work point out in reply that the low planes 
of living of many families of workers are due not only to inadequate 
earnings, but also to the fact that their wages are not spent economically. 
Higher standards of living are conditioned not only by more efficient 
production, but also by more efficient consumption. 

In the second place, welfare schemes can give to the workers the 
benefits of large-scale production and wholesale purchases. The com- 
pany store or corporation home should be able to sell or rent the employee 
a better product for the same money. Only in rare cases is compulsion 
exercised on the worker to induce him to buy at the company store or to 
live in a company house. This is necessary only when the plant is located 
in some new section on the frontier of civilization. In most cases, the 
workers are free to choose for themselves. 

^ 6. Industrial Efficiency and Education of Workers. — Under the 
former handicraft system, apprentices learned their trades under the 
direct supervision and through the personal instruction of master workers. 
Thus the medieval g uilds were educa tional, as well as economic , org^za- 
tion s. But the industrial revolution, involving the factory system and 
the substitution of power machinery for the sldll of the craftsman, has 
entirely changed the character of industry. The modern demand for , 
semi-skilled machine operators has been so great that there is now a rela- 
tive dearth of skilled labor. Moreover, modern industry presents little 
opportunity for the adequate and general training of most workers. 

The personnel programs of many large business organizations have 
sought to meet this need for industrial training by the development of 
apprenticeship schools and educational courses within the factory or 
mercantile establishment. The aim is not only to promote efficiency 
among the great mass of employees, but also to supply educational oppor- 
tunities for exceptional individuals who desire to prepare themselves for 
advancement. 

^■“Vestibule schools” are maintained by many corporations for the 
"apprenticeship” training of new workers in repetitive operations. 
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Instruction is given in the elements of important occupations and 
sometimes in elementary branches of general learning. Certain firms 
include safety first and hygiene in their educational programs. Most of 
them stress the special features of their products or the particular 
processes of their industry. The presence of a large number of immigrants 
in industry has led to the inclusion of Americanization programs and 
instruction in Enghsh, civics, and American ideals. In most industries 
and cities, however, the general phases of education are left to the public 
schools, especially evening schools and vocational schools. 

In addition to training their wage earners, many concerns have found 
it desirable to provide courses for foremen and other minor executives. 
Their purpose is to provide instruction in plant organization and manage- 
ment, as well as to train for intelligent leadership in industry. Foremen 
have been termed “the first line of defense in industry”; they must be 
especially well prepared, not only for their supervisory work, but also for 
the promotion of better industrial relationships between men and 
management. 

Summary. — ^Whereas industrial confiict is an active form of social 
/ unrest, labor turnover is a passive manifestation. Unemployment 
implies lack of work, but labor turnover means change of employment. 
Industry is characterized by excessive hiring and firing of workers, far 
. beyond that necessary to achieve a certain desirable mobility of labor. 
\ Labor turnover reduces economic efficiency and increases waste in 
\industry; it intensifies social instability and individual insecurity. Labor 
turnover can be reduced by scientific management, personnel adminis- 
tration, and vocational education. 

Common methods of industrial remuneration are those of time 
wage and piecework. The latter method of wage payment is based 
on the amount of work done, and not on the length of time expended. 
Although the individual worker may favor piecework, because of the 
possibility of increasing earnings, organized labor has often opposed 
piecework, because it speeds up the worker and tends toward cutting 
wage rates. 

Task wages and premium plans are modifications of these two basic 
methods of industrial remuneration. Task wages are negative in that 
they provide penalties for poor performance, whereas premium plans are 
positive in that they furnish rewards for good performance. The rise 
of scientific management has been accompanied by the development of 
various financial incentives, wage differentials, and bonus systems. 

Scientific management attempts to apply the experimental method 
to production. It involves improved organization of industry and 
standardization of process. Early motion and time studies sought^.to 
discover the best way of doing a particular task and then to eliminate 
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former haphazard methods. ' Scientific management separates skilled 
from unskilled labor, routine from exceptional work, and managerial 
functions from those of repetitive performance. 

Like the invention of machiners’', scientific management offers the 
possibihty of increased •wages and elevated planes of living. But work- 
ers feel that they have not shared proportionately with management 
in the rewards of increased productmty. Again, they object to the 
impersonal character and drimng effect of scientific management. 

Personnel administration has supplemented the engineering efficiency 
of scientific management by stressing phj>-siological, psyehological, 
and sociological factors in industry. It has attempted job analyses 
for the better selection and placement of employees. It seeks to reduce 
friction between management and men by a more careful siipcr\’ision 
of transfers, promotions, and dismissals. It aims to improve not onlji 
general working conditions within the plant, but also living conditiona 
outside the plant. It supervdses welfare projects and industrial education.* 

The economic ideal of increased industrial efficiency is being supple- 
mented by the social ideal of improAmd human welfai’c. Programs of 
progressive emplosmrs now include various ■welfare projects for their 
employees, in addition to plant experiments in scientific management and 
personnel administration. Welfare work constitutes an extension of the 
functions of management beyond the walls of the factoiy. It includes 
all those services which an employer performs for his employees over and 
above the payment of wages. Welfare work embraces housing projects, 
recreational programs, social service, and thrift schemes for workers. 
Although it has many desirable features, 'wnlfare work has been stigma- 
tized by organized labor as “capitalistic feudalism.” 


1. a. 
6 . 

2. a. 
b. 

3. a. 
b. 

4. a. 
b. 

5. a. 
ment? 


b. 

6. a. 
6 . 

7. a. 
b. 


/ 6 . 


a. 

b. 


Questions for Discussion 

What is labor turnover? 

How is it expressed? 

Outline the chief forms of labor turnover. 

Briefly explain the nature of each. 

Why is labor turnover serious? 

How can it be reduced? 

Outline fundamental concepts of scientific management. 

Explain each briefly. 

On what general grounds has organized labor attacked scientific manage- 
Evaluate each of these criticisms. 

Distinguish between piecework and time wages. Illustrate each. 
Differentiate task wages from premium plans. Illustrate each. 

Outline the chief functions and proper actmties of personnel administration. 
Show how it supplements scientific management. 

What do you understand by welfare work? 

Illustrate and evaluate various types. 
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9. What are the chief criticisms of welfare work by organized labor? Which are 
valid and which invalid? Why? 

Topics for Investigation 

1. Pioneer work of Taylor in scientific management. 

2. Kecent modifications of earlier scientific management. 

3. Scientific management and organized labor. 

4. Structure and functions of the personnel department of some industrial plant or 
business organization with which you are familiar or in which you are interested. 

5. Vocational education outside industry. 

6. Education of the workers within industry. 

7. Welfare projects of an industry in your own community. 

8. Financial incentives in industry. 
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CHAPTER XIX 

EMPLOYEE REPRESENTATION AND PROFIT SHARING 


INDUSTRIAL DEMOCRACY AND INDUSTRIAL AUTOCRACY 

1. Concept of Democracy. — ^The much-used and often-abused term 
“democracy” is capable of many interpretations. For present purposes 
it will be understood to mean participation in control by the many, 
rather than autocratic control by the few. 

Democracy is an ideal and a relative term. It is a progressive con- 
cept, like standard of living, for the ideal advances as society progresses 
toward it. The democratic ideal is now expanding from political to 
industrial relationships. 

2. Political and Industrial Democracy. — The worker as a citizen 
enjoys the right to suffrage, although the political machine sometimes 
distorts this theoretical and idealistic democracy into virtual dictatorship 
or actual corruption. But the citizen as a worker generally has had no 
such right to participate in the formation of the policy of the industry 
in which he has labored. Very often he has been a mere soldier in the 
ranks, whose duty it was to obey rather than to suggest. 

Just as political absolutism has given way to political democracy, so 
industrial absolutism is now apparently on the wane. Divine right of 
kingship belongs in the shadowy past of remote history, in which the 
absolute monarch, King Louis XIV, was able to say, “I am the state.” 
It is a far cry also to a generation ago in America, when an officer of a New 
York street-railway company refused arbitration with his employees on 
the grounds that they were his servants, whose duty it was to do his will 
or to leave his service. 

The absence of political democracy means that autocracy must be 
overthrown by revolution instead of by election and by bullets instead 
of by ballots. The absence of industrial democracy results in economic 
unrest, which is expressed in strikes and other forms of industrial warfare 
instead of peaceful negotiation. 

The success of democracy is conditioned by the education of a people. 
Accustomed to autocracy, the German people merely replaced a heredi- 
tary emperor by an elected dictator. “Benevolent despots” in industry 
have been submerged by the rising tide of democracy. The new deal 
opx!h.e copartnership of labor and capital has arisen above the waves of 
industrial disorder. Its preservation and success, however, are likewise 
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conditioned by the spread of public education among the-masses and by 
the development of intelligent leadership in industry. Otherwise 
captains of industry may similarly be replaced by equally autocratic 
labor bosses. 

3. Industrial Representation, a. Nature and Types.— Industrial 
representation is participation by workers in the control of their working 
conditions. It is . representative government in industry. This new 
economic ideal is reflected in such organizations as shop committees, 
works councils, and industrial congresses. It is represented also by 
collective negotiation through trade unions or industrial unions. The 
one is apt to be dominated by the employer and to succumb to benevolent 
despotism or industrial absolutism through attractive programs of wel- 
fare work. The other may be dominated by labor barons and degenerate 
into industrial anarchism or the industrial feudalism of rival bosses and 
predatory gangs. In either case the existence or success of industrial 
democracy is menaced. 

Industrial representation may be achieved either cooperatively with 
organized labor or independently of organized labor. Trade agreements 
are made for many occupations in the joint conferences of employers and 
trade unions. On the other hand, industrial representation has been 
achieved within company unions which embraced only the employees 
of individual firms. Industrial representation by and through trade 
unions has been common in Europe and Australasia, but employee 
representation by and through company unions was popular in the 
United States before the passage of the National Labor Relations Act. 

b. Aims . — The primary purpose of industrial representation is the 
reduction of dissatisfaction and unrest through closer and better rela- 
tionships between labor and capital. Its aim is not merely the elimina- 
tion of strikes and other indust^aJ conflicts, but also the promotion of 
better mutual understanding; I Works councils and industrial parlia- 
ments serve as peaceful mills for the rubbing away of friction points 
between employers and employees, lest they burst into the flames of 
open conflict or smolder in secret discontent. Organizations for indus- 
trial representation serve also as agencies of education in the problems 
and points of view of opposing sides in our present industrial alignment. 
Better mutual understandings, in turn, promote industrial good will and 
greater efiiciency in production. Although sometimes prompted by 
practical and even selfish motives, industrial representation is essentially ' 
an expression of the now democratic ideal of copartnership in industry. 

4. Industrial Representation in Europe, a. Germany . — Although 
industrial representation is a fairly new movement, its antecedents are 
remote. Such a plan was presented by the Industrial Commission cS^he 
German Constitutional Assembly, held at Frankfurt in 1849, during ^e 
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flood tide of democracy -which swept Central Europe during the middle 
of the past century. This proposal of industrial representation, which 
apparently had been dead and buried for three-quarters of a century, 
came to life again in plans of industrial representation revived temporarily 
by the ill-fated German Republic, which existed from the end of the 
First World War to th^^se of Nazism under Hitler. 

b. Great Britain.-^n the opening decades of the twentieth century, 
particularly during the First World War, great progi-ess in industrial 
representation was made in the United Kingdom:.. The British Labour 
Party was especially interested and active therein. Although the radical 
socialist ideal of industrial representation was that of the workers only, 
the practical compromise was the organization of industrial councils 
composed of both employers and employees. 

The British Reconstruction Committee Subcommission on Relations 
between Employers and Employees, generally referred to as the Whitley 
Committee, made in 1917 its famous report, which contained an elaborate 
scheme of industrial representation. It sought to attack in this fashion 
an important cause of industrial unrest and to continue the economic 
cooperation of labor and capital which the war had engendered. Broader 
dissemination of the control of industry seemed as fundamental as a 
wider participation in the profits of industry. 

The Whitley Committee, therefore, recommended not only works 
councils, but also district, and even national, joint industrial councils, 
wherever they -were possible. Great flexibility of organization was 
desired because of the different character of various industries. The 
Industrial Councils Division of the British Ministry of Labour was created 
for the purpose of assisting in the formation of these industrial councils. 
Unlike President Wilson's Second Industrial Conference, which was 
greatlj”- influenced by the Whitley report, practical applications of this 
scheme have been made in Great Britain. 

6. Employee Representation in the United States. — Industrial repre- 
sentation existed in the United States, but not on the same scale as in 
Great Britain, Germany, and some other European countries, in which 
the movement is older. ' Industrial representation in America has been 
confined chiefly to the works councils of indi-vidual firms or the collective 
negotiation of particular unions. It has not yet developed into national, 
or even district, parliaments of industry, except for the joint conferences 
of certain liighly unionized occupations. 

Moreover, industrial representation in this country has expressed 
itself in two very different and hostile forms, viz., trade unionism and 
company unionism. Employee representation within the United States 
has .developed apart from the organized labor movement, rather than in 
cdhjunction with it. The impetus toward employee representation, 
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i.e., company xinionism, has come neither'from the government nor from 
labor, but from management. 

Employee representation developed on this side of the Atlantic 
from what was regarded as the dubious experiments of a relatively few 
liberal employers. It later established itself as a means of adjusting 
grievances between men and management. Still later, employers found 
it to be a means of promoting efficiency and a method of proAuding for 
the general welfare of their employees. Finally, employee representa- 
tion or company unionism was found by management to be a preferable 
form of industrial representation to that of trade unionism or industrial 
unionism. Consequently, company unions under employer guidance 
or super^Tsion were fostered as a substitute for or a preventive of inde- 
pendent unions. This was especially true after the legalization of collec- 
tive bargaining in the National Industrial Recovery Act of 1933 and 
before the passage in 1935 of the National Labor Relations Act imposing 
restrictions on company unions. j 

6. Company Unions and Independent Unions.— ^orks councils 
express industrial representation through the business organization, 
rather than by craft or industry, They represent Ihe workers as employ- 
ees of particular plants through Company unions.^The walking delegate 
or business agent is not an employee and, hence, is inelipble for repre- 
sentation in works councils. 

Such a definition of works councils as employee representation through 
company unions is a/’ narrow but accurate description of the situation in 
the United States. >JIn Great Britain and other countries, however, works 
councils have been frequently organized in conjunction with the existing 
machinery of trade unionism. In the United States. they developed apart 
from and still remain apart from organized labor^ 

The extension of woi'ks councils into broader industrial parhaments 
necessitates national, stable, and responsible unionism. Such is the 
situation in Great Britain and numerous other countries in which organ- 
ized labor was stronger than in the United States. The failure of indus- 
trial representation in the United States to develop beyond works councils 
into district and national industrial councils was due to the great gap 
between company unionism and trade unionism. Management favored 
the former but feared the latter. Hence the employer’s reluctance for 
and resistance to expansion beyond the employees of a single plant or 
corporation. 

Ns4^t must be repeated that trade unions and industrial unions are forms 
of industrial representation but not of employee representation. Collec- 
tive negotiation for trade agreements between organized labor and 
associations of employers is between organizations whose bargai^jng 
power is relatively strong and nearly equal. Hence this form of labor 
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representation is perhaps fairer than that of company unions, in which 
the employees have little bargaining power. These great industrial 
parliaments which formulate trade agreements are more typical of 
democracy — ^at its best and at its worst — than are company unions, 
which typify industrial paternalism or benevolent despotism. Works 
councils represent industrial government of employees, often for employ- 
ees, but rarely by employees. ^ /' 

7. Definitions of Works Council and Employee Representation. — 
That form of industrial representation known as “works councils” or 
“employee representation” has been defined as follows: 

•N^e Works Council may be described as a form of industrial organization 
under which the employees of an individxial establishment, through represen- 
tatives by and from among themselves, share collectively in the adjustment of 
employment conditions in that establishment.'-.. 

.^Employee representation may be defined as a mechanism to permit employees 
of ah organization, through duly elected representatives from among their 
number, to confer with management representatives concerning matters affecting 
working conditions, with a view to arriving at a mutually satisfactory agreement, 
and, in general, promoting harmonious relations and an understanding on the 
part of each group of the viewpoint and problems of the otheifj^ : Various desig- 
nations have been given to plans of this general character, the niost common, in 
addition to employee representation, being works council, shop committee, 
industrial democracy and company union. Industrial democracy, however, is a 
special form of employee representation patterned after the federal government, 
/^he term “company union” should properly be restricted to those plans, found 
mostly on railroads, which are similar in organization and operation to organized 
labor unions, except tiat membership in them is confined to employees of the 
particular company.* 1 

8 . Classification^ a. Scope . — Industrial representation can be clas- 
sified by extent and by type. .,.A shop committee is confined to one 
department of a plant, but a works council attempts to represent all the 
emploj-ees of a factory^ It would seem, however, that this early dis- 
tinction between shop committees and works councils is breaking down. 

At present, the two expressions are used interchangeably. 

\In addition to local organizations of the employees of a single business 
concern, there may be larger industrial councils which include repre- 
sentatives of an entire industry or of a whole geograpliical region. ' 5 ^ -Thus , 
there may be districfindustrial councils and Federal industrial councils.\/ 
All these indus.tria^S'ganizations are similar in that they include repre- 

' “Emplps)^ or Works Council," published by the Department of 

Manufacture, J^^^mber of Commerce of the United States, E, W. McCullough, 

manager, p. 4. n 1 

y 'National Industrial Conference Board, " Collective Bargaining through Employee 

Kepresentation," p. 2. 
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sentatives of the employees and of the employers, of labor as well as 
management. 

b. Types . — There are two general types of employee representation, 
which will be treated later in more detail. The earlier and more elaborate 
form of organization was modeled on the Government of the United 
States. Hence the term “industrial democracy” has been used to refer 
to this particular type of employee representation, as well as to the entire 
movement. The other plan of organization, known as the “com- 
mittee type,” calls for direct and joint representation by employer and 
employees. 

9. Essentials of Works Councils. — ^It goes without saying that the 
occasional meeting of an improvised committee or delegation of workers 
with management for the consideration of certain special, temporary, 
or emergency problems does not constitute employee representation. 
In order to be regarded as a works council, the arrangement must be on 

' 'an organized basis and of a continuous nature.; 

There must also be a definite procedure and an equally definite 
metiiod of representation agreed on in advance by both employer and 
employees.^jThere need be no written instrument of government, 
however, nor a rigid definition of relative powers and functions. Too 
great a rigidity of structure renders difficult the modification of its 
organization under the stress of circumstances. In a crisis, the whole 
scheme may be broken to pieces rather than be modified in part. 

Some of the complex and artificial programs of employee representa- 
tion established in this country during the First World War were ephem- 
eral. On the other hand, the institutionalized practices of certain firms, 
the product of evolution, change, and experience, survived. They 
contributed more to employee representation than many lengthy con- 
stitutions expressing high purposes and embodying administration 
details. 

Even more important than the plan of organization followed by a 
plant or company is the relationship of the company union to the organ- 
ized labor movement. Thus employee representation was provided 
by many companies in lieu of trade unionism. Many firms which 
maintained works councils, as well as profit-sharing, stock-ownership, 
and welfare schemes for their employees were frankly or secretly open- 
shop or even antiunion in their attitude. 

10. Rise and Fall of Company Unionism, a. Bejore and during the 
First World War . — The earliest recorded works council in the United 
States was that introduced by the Nerst Lamp Company in Pittsburgh 
in 1904. The Nelson Valve Company of Philadelphia established a 
works council of a different type in 1907. Both these companies chS^ed 
management, and both works councils disappeared. 
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In 1911, a plan of employee representation was introduced by Hart 
Schaffner and Marx Company of Chicago which, with modifications, 
is still in operation. Tliis is the oldest of such schemes now in existence 
in the United States. One of the earliest, most permanent, and most 
widely known plans of emplo 3 ’-ee representations is that of the Colorado 
Fuel and Iron Company, established in 1915 after the long and bloody 
strikes of 1913 and 1914. 

Works councils developed slowly in this country in the first decade 
and a half of their existence. In the j^ear 1917, there were only about 
eight new installations of works councils in the United States. Indeed, 
so few were the American experiments in employee representation, 
and so little publicity had been given to the few works councils then in 
existence, that the program as outlined in the IVhitley report was widely 
heralded as an English innovation, unknown in the United States. 
Because of the emergency demands for increased production and improved 
industrial relations caused by our entrance in the Firat World War, 
several Federal agencies actively promoted employee representation 
on a national scale and after the English model. In the years following 
the signing of the armistice, however, most of these industrial councils, 
established under wartime pressure, went out of existence. On the other 
hand, local and voluntary works councils increased. 

b. After the First World War . — Following the First World War, 
company unionism grew rapidly in the United States. According to a 
survey by the National Industrial Conference Board, the number of 
companies mth employee-representation plans in operation more than 
doubled from 1919 to 1922 and just about tripled from 1919 to 1926. 
But from 1926 to 1928, j^ears of economic prosperity, a decline took 
place in the number of companies wth employee-representation plans 
in effect. The number of workers covered bj" employee representation, 
however, increased rapidly and steadily, rising from about 400,000 in 
1919 to 1,241,000 in 1924, and to 1,548,000 in 1928. This decline in 
number of companies, accompanied by an increase in number of workers 
covered, between 1926 and 1928, is accounted for by the fact that, 
although many small companies abandoned employee representation 
between these years, their places were taken by a smaller number of 
large companies, which employed more workers under employee-repre- 
sentation plans than had been previously so employed by a larger number 
of small companies. 1 

The depression years saw a reduction both in the number of com- 
panies having plans of employee representation and in the number of 
workers covered. Nevertheless, the decline in membership in company 

National Industrial Conference Board, “ Collective Bargaining through Employee 
I^presentation,” 1933. 
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unions was probably no greater than, if as great as, the decline in trade- 
union membership. Again, the improved status and increased impor- 
tance of collective bargaining under the National Industrial Recovery 
Act of 1933 stimulated a renewed interest and growth in company 
unionism in spite of the prohibition of coercion and the elimination of 
yellow-dog contracts. There was a similar revival of trade unionism 
and a subsequent development of industrial unionism. 

c. Company Unionism under the New Deal . — Immediately following 
enactment of the National Industrial Recovery Act in June, 1933, the 
number of company unions and the membership therein increased rapidly. 
Another study^ by the National Industrial Conference Board of some 
650 companies having employee-representation plans involving about a 
million workers revealed in November, 1933, that over three-fifths of 
these plans had been established within the few months following the 
passage of the National Industrial Recovery Act. The number of 
employee-representation plans and membership therein continued to 
grow rapidly. In April, 1935, membership in company unions was 
estimated® at 2,500,000 workers, a figure rivaling membership in trade 
unions. 

The National Labor Relations Act of 1935 reaffirmed the right of 
workers to bargain collectively through representatives of their own 
choosing. It set up administration machinery to hold secret elections 
among the workers to determine the desired agency to represent them 
and to hear complaints by the workers of infringement by employers of 
their right to bargain collectively. Finally, severe penalties were 
imposed on employers who intimidated employees from joining inde- 
pendent unions or who enticed employees into joining company unions. 
Employee representation through works councils was not outlawed, 
but employers were forbidden to subsidize company unions or to influence 
their policies. Members of company unions were not to be given special 
favors, and members of independent unions were not to labor under 
discrimination. The result of this legislation was a decrease in the 
number, the membership, and the power of company unions. 

11. Types of Works Councils. — Plans for industrial representation 
vary greatly because of the divergent size and character of different 
industrial establishments. There are two general types, however, 
which may be termed the “governmental” plan and the “committee” 
plan. There are, of course, numerous modifications and intermediate 
plans of these two general types of works councils. 

* The National Industrial Conference Board, “Individual and Collective Bargain- 
ing under the N. I. R. A.,” 1933. 

* Bernheim, a. L., and others, “Labor and Government,” Twentieth Ce^6«ry 
Foundation, 1935. 
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The governmental type of employee representation is modeled on 
our political institutions, particularly on the National Government 
of the United States. Hence the term “industrial democracy” is some- 
times used to refer to this particular type of employee representation, 
rather than to the entire movement. 

The governmental, or industrial-democracy, tjT)e of employee 
representation pro\'ides for a cabinet of executives of the plant, a senate 
of foremen, and a house of representatives of workers. The secret 
ballot is generally used, and the qualifications of electors are carefully 
specified. The legislative procedure follows that of the National Govern- 
ment with such modifications as are dictated by individual expediency. 
Although many of the older plans of employee representation were of 
this sort, the industrial-democracy plan of employee representation is 
now decidedly in the minority as compared with the committee type. 
Moreover, its importance seems to be decreasing rather than increasing. 
Hence it may be said that the industrial-democracy plan of employee 
representation is now chiefly of historical interest. 

The committee type of employee representation provides for a joint 
committee of employers and employees, in which representatives of the 
workers confer directly with management about the various problems 
which arise within the plant. 

The committee type of emploj-ee-representation plan, in turn, is 
divisible in two subgroups, one of which provides for joint committees 
of men and management, and the other of which provides for separate 
representation of men and management in the lower committees. The 
latter plan, which may be regarded as a sur\dval of the older industrial- 
democracy plan, rests on the assumption that a fuller and freer discussion 
will be indulged in bj'' the workers if representatives of management 
are not present at the preliminary stages. 

12. T 3 q)ical Plans and Activities. — The “Colorado plan” of the 
Colorado Fuel and Iron Company was a rather elaborate adaptation of 
the committee type of employee representation. It was created after 
considerable study and finally put into effect in 1915. The Rockefeller 
management regarded this plan of employee representation as suffi- 
ciently successful to waiTant its subsequent application to the Standard 
Oil Company of New Jersey. Joint conferences of representatives of 
both emploj^ees and employers were to determine policies; specific 
problems came before joint committees on industrial cooperation and 
conciliation, on safety and accidents, on sanitation, health, and housing, 
and on recreation and education. Provision was made also for arbitra- 
tion, if the joint committee on industrial cooperation and conciliation 
could not settle a dispute of its own accord. 
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The International Harvester Compdny instituted works councils 
in 1919 in nearly all its plants, for the joint determination of some 
policies regarding wages, hours, working conditions, health, safety, 
education, and recreation. Provision was also made for a board of 
arbitration to settle controversial points. 

Some committee plans of industrial representation provided also 
for the regular and permanent representation of employees on the board 
of directors of the company. Such was the plan operated by the Procter 
and Gamble Company, manufacturers of soap in Cincinnati, and by 
WiUiam Filene Sons’ Company, a large department store in Boston. 

Although most works councils in this country were products of com- 
pany unions from which trade-union delegates were excluded, such was 
not always the case. Some companies having works councils have 
had agreements with their respective unions, as well as with their 
employees. Plans which combined union recognition with the shop- 
committee features were worked out by the Baltimore and Ohio Railroad 
and by the Hart Schaffner and Mara Company. 

A disastrous streetcar strike in Philadelphia in 1910 led to a complete 
reorganization of the management of the Philadelphia Rapid Transit 
Company. A Cooperative Welfare Association for the workers was 
created, and finally, in 1918, a scheme of employee representation, 
accompanied by profit sharing and employee ownership of stock, was 
adopted. Men and management were to settle their difficulties through 
branch committees, department committees, a general committee, and 
a board of arbitration. Moreover, when and if the overwhelming 
majority of the employees should desire affiliation with the carmen’s 
union, that alternative was left open. Hence this program of employee 
representation, introduced by the Mitten Management for the carmen 
of Philadelphia, has been said to be democratic. Its practical success 
has been demonstrated by almost two decades of freedom from strikes 
and by the failure to date of the carmen to demand union affiliation. 

Numerous other illustrations of employee-representation plans might 
be given, but these will be sufficient to exemplify the general types. 
Administrative detail is far less important to the general student tVian 
are the underlying principles and broad functions of works councils. 

13. Objectives of Employee Representation.-vjlie chief objective 
of employee representation is the promotion of industrial good will 
through the better understanding of men by management and of manage- 
ment by men. It facilitates personal contact, where the firm is engaged 
in programs of health and safety or in comprehensive welfare projects.— 
-. .‘From the point of view of the workers, employee representation 
gives them an opportunity to present their grievances to the managehi^nt 
in a direct fashion. Again, work^coxmcils are fairly effective devices 
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for eniorcing decisions of boards of adjustment or arbitration. In 
these ways working conditions may be improved or prevented from 
retrograding. 

■The chief objective of management in furthering employee repre- 
sentation is to promote industrial efficiency and economy of production'* 
Again, it tends to minimize the likelihood of strikes, sabotage, and other 
forms of industrial conflict or retaliation. In brief, management has 
come to feel that a contented emploj-ee, as well as a healthy one, is more 
efficient and productive than a discontented or unhealthy worker. 

The following objectives of employee representation have been stated 
from the point of view of management: 

1. To promote justice in relationships between working men and management, v 

2. To insure equitable consideration of grievances and complaints of em- 
ployees. 

3. To furnish worker a means of exercising an appropriate measure of control 
over his own conditions. 

4. To provide means of collective dealing between employer and employee.^' 

5. To facilitate exchange of information and understanding between manage- 
ment and working force. *■> 

6. To increase efficiency and loyalty of labor.' 

14 . Results of Employee Representation. — -^he results of employee 
representation are difficult to determine, for the movement has been 
recent, brief, and controversial.-. Most statements of its results are at 
variance, as recounted by management and by organized labor. Again, 
the success of emplo3''ee representation has varied from time to time, 
from place to place, from industry to industry, and from employer 
to employe]^. In general, these expressions of results are modified state- 
ments of the objectives of the program, as stated in the last section. 

Attempts have been made to secure periodic reports of the success of 
the various plans in operation. The Committee on Labor Relations of 
the Cleveland Chamber of Commerce in 1923 evaluated sixteen plans 
then in operation in that cityl- This report is significant as an able 
expression of the hopeful enthusiasm of an earher period. The findings 
were rather impressive, for in nearly every case both executives and 
workers stated that employee representation had succeeded in creating 
industrial leadership and promoting economic education among workers. 
Some employers recorded the development of a more intelligent and 
sympathetic understanding of their mutual industrial problems. -. In 
most cases, it was felt that such schemes had improved the morale and 
cooperation of the workers and, in the majority of cases, that they had 
decreased the rate of labor turnover.. In some cases, it was felt that the 

' CowDBiCE, E. S., “Management’s ^B|idbook.'' 
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plans had stimulated production through increased efficiency and even 
by the adoption of some valuable suggestions of employees; On the 
other hand, several employers stated frankly and tersely that they did 
not see that the introduction of pla^' of employee representation had 
been directly productive of profit, n/ 

A study of employee representation by the National Industrial 
Conference Boards reported in 1933 that the early hopes that employee 
representation might function as a means of adjusting grievances between 
men and management had met with only modest success. Accordingly, 
its functions had changed toward the promotion of increased industrial 
efficiency and toward the administration of comprehensive programs of 
welfare work, in both of which respects it had been very successful. 
Finally, the aim and result of employee representation changed gradually 
from the settlement of industrial disputes through arbitration to the 
prevention of industrial disputes by improved and more conciliatory 
management. 

16. Limitations of Employee Representation.-^Employee representa- 
tion is not a panacea for all industrial ills. Indeed, it is more of a pre- 
ventive than a cure for labor disturbances. Although it may tend to 
reduce industrial conflicts, employee representation null not inevitably 
prevent strikes. It cannot be expected to produce immediate ’and 
lasting results, for it takes time and study to develop skill and com- 
petence on the part of management and loyalty and confidence on the 
part of the workers. 

The success of industrial representation is dependent on intelligent 
labdr leadership as well as on the sympathy and vision of employers. 
Great precautions should be taken in the introduction of any such 
schemes. Many have failed because they were applied without previous 
attempt to create a sentiment in favor of them among the workers. 
Sudden liberty may spell license to the irresponsible laborer. \ 

Employee representation offers no royal road to industrial grace. No 
employer should suppose that merely by installing some system of shop represen- 
tation he can be assured, without continued effort, of harmony and increased 
production. Doubtless there MU be failures where the plan is adopted as a fad 
or a panacea. It is only a means whereby sincerity of purpose, frank dealing and 
the establishment of common interests may bring mutual advantages.* 

16. Criticisms of Employee Representation. — Justly or unjustly, 
organized labor has looked askance at company unions; it has insisted 

* National Industrial Conference Board, “Collective Bargaining through Employee 
Representation,” 1933, chap. 4, conclusion. 

* President Woodrow Wilson before the Second Industrial Conference as quotM 
in “Collective Bargaining through Employee Representation,” p. 43. 
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that labor must -work out its own salvation through its own organization 
and by its own weapons of collective bargaining, such as the strike and 
the boycott. 'Industrial conflict is sometimes the necessary price of 
victory; industrial harmony is often the easy road to loss of power by 
unions and loss of privilege by workera. , 

The American Federation of Labor has formulated its objections to 
company unions or plant systems of collective bargaining. ^ The charges , 
of unfair elections and of intimidation of representatives have been madaf' 

,, It has been contended that company representatives have attempted to 
divert attention of workers from the real objects of collective bargaining 
into such items as safety-first movements and educational programs for 
increased efficiency and greater production. Again, company unions 
were regarded as lacking in power and in danger of becoming subservient 
implements of employers’ associations'.-. Behind these arguments lurked 
the great fear that the whole organized labor movement would be w^eak- 
ened. Many of these arguments were revived and some of them were 
redressed to support inclusion of anti-company-union features in the 
National Labor Relations Act, which strengthened industrial representa- 
tion through independent unions and which weakened employee repre- 
sentation through company unions. 

^-Cn the other hand, many employers have opposed industrial repre- 
sentation, and even employee representation, but for different reasons. 
They have insisted on their individual right to run their own businesses 
in their own way. Consequently, they have resented attempts of their 
employees to dictate or to pry into what they considered their own 
affairs. Other employers have been sympathetic toward participation 
by workers in the control of industry but skeptical of labor’s ability to 
do this in an intelligent fashion.''. 

The legalization of collective bargaining by the National Industrial 
Recovery Act of 1933 intensified the struggle between independent 
unions and company unions; it embittered the subsequent struggle 
between trade unions and industrial unions. Leaders of organized labor 
renewed their criticisms of works councils, formulated shortly after the 
First World War. On the other hand, spokesmen for employers’ associa- 
tions w'ere less severe in their criticisms of employee representation 
because they regarded it as preferable to either of the tw'o other forms of 
industrial representation. After the legality of collective bargaining 
had been assured, company unions were view-ed as a lesser evil than the 
old danger of trade unions and the new menace of industrial unions. 


17. Relationship of Profit Sharing. — Gr eater participation in the, 
pr oduct, as well as in th e control, of industry is an aim of the labor. 


m ovome nt. Hence wider distribution _of profi ts, as well as greater 
democracy of management, has been sought by many employees and 
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provided by some employers. Profit-sbaring schemes have supple- 
mented plans of employee representation and programs of welfare work. 

Although labor has attemp ted th rough collective bargaining to 
increase tEe'sEare~brnatio nal inco me going to wages , it ha s been un able 
or unwillii^ to partic ipate in the financial risks of, industiy . Although 
demands for increased wages have~emanated from the workers, s chemes 
of profit s haring have generally come from employers. 

18. ‘Natuireand Objectivefs of Profit Sharing. — Profit sharing may be 
defined as a method of industrial remuneration by which the employee 
receives in addition to his regular wage a definite share, fixed in advance, 
of the profits of the business. Thus profit sharing does not eliminate 
the wage system, but exists with it as an extra financial inducement to 
increased production or to decreased waste. 

, In addition to this objective of increased efficiency, profit sharing 
has been regarded as a means of r edoing labor turnove r. It has been 
introduced by certain socially minded employees for the reduction of 
industrial unrest. On the other hand, profit sharing, like employee 
representation, welfhre work, and pension plans, has been introduced 
also for advertising purposes. Finally, it has been favored by manage- 
ment as a me ithod of strengthenitig company unio nism a^the expense 
of trade unionism. * ' ' 

19. Types of Profit Sharing. — Profit sharing takes many different 

forms, but they fall into three general groups.^n the first place, profit 
shari ng m ay be done through a cash distribution of profits. At the 
expiration oTirdefiiute ;^riod of timej profits are coinputed in a manner 
formerly decided on and then distributed to the workers as cash bonuses. 
In the second place, profit sharing may take the form of ^distribution 
o f shares of stock in the compan y^ In the third place, profit sharing 
may take the forn^ Jafi pensions, annuities, or other types of deferred 
s aying s.^ _ " ' 

Profit-sharing schemes may be classified also according to the degree 
to wl uch they , apprbxim. ateT rim~pfdfit sharing; Mai^ s6-caIled”“^ofit- 
sharing” schemes represent merely the payment of a bonus inTimes of 
prosperity wi thou t a precise effort to make it conform to net profits and 
without_ a promise of repetition under similar circumstances. The 
sliding scale is not an accurate method of profit sharing, even though it is 
definite and repetitive; the profits shared with the workers vary with the 
price of the product, not with the net profits of the business organization. 

20. Contrast between Profit Sharing and Gain Sharing.— ^Profit 
sharing treats the workers as a group or as a number of groups.N, The 
total profit is divided among the total number of workers according to 
some accurate or rough measure, It makes no effort to detetmine 
what contribution to profits has beell made by the individual worker arid 
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to reward him accordingly. Gain sharing, however, has this very obiec - 
tive. As unde r piecework, the individu ^ wor ker is reward ed a ccordin g 
to his indi^d dual productiAuty. Although the worker is paid by his time, 
rather than at a piece rate, his individual productivity is measured. 
Any excess beyond a pre\’iousl3* determined fair rate is correspondingly 
rewarded out of the profits of the finn. Gain sharing is associated ndth 
scientific management; profit sharing is rela ted to the cooperative 
movmnen t. 

21. Development of Profit Sharing, o. France . — Just as works coun- 
cils had their inception in Germanj' and England, so profit sharing had its 
beginnings in France. The first experiment was conducted as far back 
as 1S42 by the house painter and decorator Le Claire. In 1844, the 
Paris and Orleans Railroad adopted a profit-sharing scheme. One 
of the most successful profit-sharing schemes of all Europe was established 
bj' Andr^ Godin at Guise. 

6. Great Britain . — ^Profit sharing was introduced here in 1865 by H. 
Briggs and Company in the Whitwood coal mines of Yorkshire. The 
failure of this plan ten jmars later checked the development of profit 
sharing. In the closing decade of the nineteenth century, however, 
the South Metropolitan Gas Company revived this device by providing 
that each workman was to receive 1 per cent bonus on his year’s wages 
for every penny reduction achieved in the cost of gas per thousand cubic 
feet. Workers were encouraged to leave their profits in the business in 
exchange for stock certificates; employee representation was provided. 

Another copartnership scheme was introduced in the soap manu- 
facturing plants of the Lever Brothers Companj'^, when it issued partner- 
ship certificates to all desirable and mature emploj'ees who had been 
with the company for several years. Profit sharing was thus provided 
by participation in the regular dividends of the conlpanJ^ Although 
employees as such were not represented in the management of the 
industrj', nearly all the directors were former cmplo5mcs of the company. 
An elaborate welfare program also has been carried on by this firm 
for its employees. 

c. .United States . — One of the most successful profit-sharing plans 
in this country'’ was inaugurated in 1886 by the N. 0. Nelson Company 
of St. Louis. The original scheme pro\ided that 6 per cent interest 
should be paid on the capital investment and that profits in excess of 
that amount should be di^dded proportionately between the capital 
and the total wages funds for any year. Later changes were the creation 
of a reserve fund out of a 10 per cent allowance each j’^ear and the 
provision that profits were to remain with the company until they 
were large enough to be distributed in the form of stock certificates to 
employees. 



462 


SOCIAL ASPECTS OF INDUSTRY 


The American soap-manufacturing firm of Procter and Gamble of 
Cincinnati instituted in 1887 a profit-sharing plan, which, as we have 
seen, was later supplemented by employee representation. The scheme 
originally provided for cash payments of profits to employees in the 
same ratio that wages bore to the total expenses of production. Stock 
dividends were later substituted. 

d. Retrospect . — It is apparent that profit sharing is an old and 
ubiquitous device." With a centuiy of history behind it, the progress 
of the movement has been slow, spasmodic, and sporadic. Many of 
the experiments were failures and most of them were short-lived. Let 
us now examine special tiqjes and more recent developments of profit 
sharing. 

22. Sliding Scale.'-n-The simplest form ,of profit sharing is what is 
known as the “sliding scale.” The assumption is that profits tend to 
vary directly with the price of the product^ 

^.There is generally a minimum below which wages cannot fall, no 
matter how precipitously prices may drop,^ In other words, the employer 
must always offer at least a living wageV . It should be remembered, 
however, that the enterpriser will close his plant rather than operate 
under prohibitive costs of production.^ In other words, this guaranty 
of a minimum wage merely means that the worker accepts the alternative 
of unemployment as preferable to that of a wage lower than the prescribed 
minimum. 

The sliding scale has been used with some success in the metal and 
mining industries, where frequent price changes necessitate corresponding 
wage changes. Under this system of sharing profits, wages tend to 
rise automatically in periods of high prices. The price barometer of 
prosperity can be read by all workers, v 
_J?he simplicity of this scheme gives it administrative ease. Price 
changes, however, are not accurate indicators of profits; Thus the 
anthracite mine owners, protesting against the award of the Strike 
Commission in 1902, contended that the price of coal would continue 
to rise as it became increasingly necessary to sink deeper shafts and to 
mine less accessible anthracite; they claimed the price of coal represented 
increasing expenses of production rather than increasing net profits. 

23. Direct Profit Sharing.— ^The deficiencies of the sliding scale 
have stimulated attempts at a more meticulous computation and a 
more equitable division of profits. In order to determine net profits, 
it is necessary for the enterpriser to fix in advance the value of his services 
to the business and to pay himself a stipulated salary in addition to a 
fixed rate of return on the capital he has invested or borrowed. ’■After 
all expenses of production have been deducted, net profits are divided 
among enterpriser and workers according to some definite ratio previouijy 
agreed on. 



EMPLOYEE REPRESENTATION AND PROFIT SHARING 463 


'■'.'Although this scheme of profit sharing is more accurate than the 
sliding scale, it has more administrative difficulties. It is not easy for 
some workers to understand why the enterpriser estimates his own serv- 
ices at so high a figure. Again, the necessary publicity as to expenses 
and profits may be detiimental to the business. On the other hand, if 
a pohcy of secrecy is maintained, there may be suspicion on the part of 
employees that the books have been unfairly kept. ! 

This direct tjTJe of profit sharing has been successfully • utihzed 
chiefly by smaU firms, where the workers know the enterpriser intimately 
and trust him implicitly. Again, it seems to require intelligent workers 
as well as honest and able enterprisers. 

\ There are some large firms, however, which have successfully applied 
this form of profit sharing. The manager is generally an officer of the 
company whose salary is as definitely fixed as the wages of the workers. 
It is a fairly easy task to total the wage biU, the salary bill, the interest 
on the capital investment, and other costs of production. Net profits 
are then divided between men and management according to some 
previously agreed-on plan. 

\JExperience has shown that profit sharing has succeeded in times 
of prosperity, but that it has often gone down on the financial rocks of 
depression. Workers are willing to share profits, but they are unwilling 
or unable’ to share losses. ' Consequently it has been found advisable 
to set aside each year a certain percentage of the net profits as a reserve 
fund for periods of depression. Although this principle of reserves 
curtails bonuses during years of prosperity, it permits living wages or 
dismissal wages in years of depression or periods of unemployment^ 

24. Deferred Profit Sharing. — ^Another type of profit sharing is 
that of deferred savings and insurance. Instead of a cash bonus, an 
equivalent sum is placed to the employee’s credit, , Sometimes these 
accounts may be drawn against, but often they are regarded as imdolable 
until the employee has reached a certain age or has served a stipulated 
number of years with the firm. Accumulated profits of the employee 
constitute deposits in bank or shares of stock in the company, which 
pay interest or dividends respectively and regularly. Shares of profits 
may be applied as premiums for the purchase of life insurance. 

-Workers have objected to such deferred profit sharing on the ground 
that participation in a strike or a dishonorable discharge may result in 
the forfeiture of at least a part of the accumulated profits or anticipated 
benefits. Hence such deferred schemes of profit sharing, like pension 
systems, can be used as effective weapons by employers in an industrial 
crisis.. ,'In order to reduce labor turnover, it is sometimes provided that 
the withdrawal of an employee from his occupation may result in the 
i'erfeiture of at least a portion of his accumulated profits. Although a 
cash borvus is generally more popular with employees than a deferred- 
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savings plan, employers are inclined to favor the latter method of profit 
sharing, for it increases the hold of management on the workers. 

Plans of deferred profit sharing have been fairly common among 
the thrifty French workers, but they have been relatively rare in Anglo- 
Saxon countries, unless employee ownership of stock, which is somewhat 
similar, is so classified. 

26. Issuance of Stock as a Means of Profit Shaiing.-^rrThe giving to 
employees of shares of stock, instead of cash bonuses, is another form of 
deferred profit sharing. This participation in the profits of an industry 
is regarded by some employers as an effective means of encouraging 
thrift and stimulating workers’ interest in the business. Moreover, 
it does not necessitate taking funds out of working capital, for the profits 
of the worker remain invested. 

Profit sharing through issuance of employees’ stock may lead to 
stbek watering. The process is so easy that it is diflicult to prevent 
overcapitalization of the good will of employees before it is actually 
created or in excess of the business value which it represents. , Monopoly 
profits were similarly capitalized through stock dividends, and the total 
par value of the securities of the consolidated or merged concern were 
frequently far greater than the true value of its combined physical 
assets. 

In some cases, shares of stock have been given to employees, not 
because of the existence of any previously agreed-on scheme of profit 
sharing, but as a voluntary and gratuitous recognition by the employer 
of many years of faithful service. 

26. Purchase of Stock by Employees. — ^feefore the stock-market 
crash in 1929, a popular practice was to permit employees to buy shares 
of stock in their company at prices somewhat lower than those in the 
open market. In some cases, such stock might be paid for on the install- 
ment plan out of future wages. 

^'On all sides the hope was expressed that participation by employees 
in the profits, as well as in the control, of industry would reduce industrial 
unrest and promote greater harmony between labor and capital. , Indeed, 
the increase in stock ownership by employees before 1929 seemed so 
significant that Professor Carver referred to the movement as another 
industrial revolution. ‘ 

An analysis of employee ownership of stock was published in 1928 by 
the National Industrial Conference Board.® It found 315 companies 
which were either selling or had previously sold stock to all or to selected 
employees. These companies had a total of 2,736,448 employees, of 

‘ Carveh, T. N., “Present Economic Revolution in the United States.” * 

’ National Industrial Conference Board, “Employee Stock Purchase Plans in the 
United States.” 
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whom there were 806,068 employee stockholders and subscribers, or 
less than 30 per cent of the total number of employees. Moreover, this 
relatively small number of “wage-earning’' stockholders w^ inflated 
by the inclusion of better paid employees, such as executives and technical 
experts. In twenty of the largest corporations, in which employee 
stock ownership had been relatively widespread, the ratio of all employee 
holdings to the total market value of the outstanding stock was only 4.26 
per cent. After allowing for duplication, the National Industrial Con- 
ference Board estimated, just before the crisis of 1929, that about 1 
million employees in the United States owned or had subscribed to about 
$1 billion worth of stock. 

27. Postdepression Criticisms of Employee Ownership of Stock. — 
'Employee ownership of stock, which had been lavishly praised in the 
decade of rising security prices before 1929, came in for equally wide- 
spread criticism during the deflationary years that followed. A survey 
issued in 1933 declared that both men and management have lost more 
from the employee stock-ownership movement, as a whole, than they 
have gained “in improved morale and dollars saved.’’^ This verdict was 
based on a study of fifty plans which were selected as being “as repre- 
sentative as possible of the movement as a whole.” Of the stock sold to 
employees, the median quotation of eighteen preferred and seventeen 
common issues fell more than 80 per cent between 1926 and 1932. 

Many factors combine to make the purchase of stock in their employing 
companies a questionable form of investment for the lower-paid groups of wage- 
earners. What the low-wage worker needs is not a chance at speculative gain but 
security of principal. 

Unemployment, part-time work and wage cuts are almost certain to occur 
at the very time when stocks are selling at a low figure. Under the circumstances 
investment in company stocks had failed to protect adequately employee savings 
at the time when they were most needed. 

The possibilities for future developments of stock-purchase plans lie in the 
formation of investment trusts or the limitation of sales to selected employees who 
can afford the risk.^ 

28. Limitations of Profit Sharing in General. — ^To what extent does 
profit sh aring accomplish its objectives? v Profit sharing, unlike gain 
sharin g, doe s not rewar d the indivi dual worker in proport ion to h is 
superior or inc reased p roductivity. Hence^ its effectiveness as an indus- 
triaT~itTmulus is questionable^ The relationship between increased 
exertion and increased profit on the part of the individual worker is not 
direct. It assumes a social consciousness and an industrial esprit de 
corps which is often lacking. On the other hand, if it succeeds in dcvelop- 

* Industrial Relations Section, Princeton University, “Employee Stock Owner- 
^;lip and the Depression.” 
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ing these valuable qualities, profit sharing is desirable. If it aids in 
fostering sympathy and mutual regard for the importance of labor, 
business enterprise, and invested capital, it is of economic service^v' 

Experience has shown that profit sharing may produce contention 
instead of cooperation. Profits are often reduced by changes in demand 
and other influences beyond the control of management^: Although 
production may have been carried on more efl&ciently than ever before, 
ibsses rather than profits sometimes stare the enterpriser in the face. 
Are the workers ready to share these risks of industry? j The elimination 
-^'of the enterpriser will not eliminate his functions as the shock absorber 
of modern economic societ}’'. 

Organized labor has criticized profit sharing, just as it has opposed 
employee representation. It has charged that the fair market rate of 
wages or the full marginal product of labor has not been paid where cash 
bonuses were distributed to make up the difference. Labor prefers a 
.high and definite rate of wages to participation in profits..^ ^ 

, "SMoreover, labor leaders view such attempts of employers as efforts 
'to weaken labor organizations and to disarm them of their weapons of 
collective bargaining. To these alone the workers must look for increased 
wages and improved' conditions. Although schemes of deferred profit 
sharing appeal to the employer as clever devices for reducing labor 
turnover and industrial unrest, they undermine the independence of the/ 
worker and check the mobility of labor, v I At best, they are regarded bV 
organized labor as the paternalism of some well-intentioned employers^ 

I The practical test of experience also can be applied to profit sharing 
In both Great Britain and the United States, such schemes have shown 
a high rate of mortality. About one-half of the early profit-sharing 
enterprises were subsequently abandoned.-| The sequel to this story is 
recent experience with employee ownership of stock, which was popular 
before 1929 but unpopular during the years of depression which followed. 
Such experience seems to reveal a fundamental weakness, not only 
in this particular form of profit sharing, but also in the general movement. 

It should be remembered, however, that the proportion of ordinary 
business failures is so great that it is remarkable how many individuals 
fly in the face of statistics and engage in business for themselves. Again, 
little progress would be made if it were not for ambitious individuals 
who are constantly snatching success from failure. The record of all 
inventions, discoveries, and business ventures is strewn with failure. 

Profit sharing is a rather dubious economic experiment, but it has been 
successfully done by individuals with sufficient vision, tact, and executive 
ability. These striking individual successes prevent us from feeling that 
too much social and individual effort has been expended in this coopffera^ 
tive effort. There are many paths which lead to industrial progress J’*' 



EMPLOYEE REPRESENTATION AND PROFIT SHARING 467 


Summary. — Industrial democracy represents a reaction against the 
centralized control and autocratic operation of industry. Its two chief 
manifestations are emploj’ee representation and profit sharing, i.e., 
the participation of workers in the control and in the ownership of 
industry. Industrial democracy expresses the copartnership concept 
of industry. 

Industrial representation is illustrated by works councils and joint 
industrial councils. It may be restricted to the employees of one business 
organization and function through company unions, or it may be broader 
in its scope and related to the trade-union movement. The works 
councils of Europe are generally an integral part of the organized labor 
movement. The company unions of America are generally independent 
of trade unions. Organized labor is hostile to company unions and 
refuses to regard them as legitimate associations for effective collective 
bargaining. 

Profit sharing generally accepts the wage system. It provides merely 
for some participation in profits by the workers in addition to a basic or 
minimum wage. Gain sharing, in contradistinction to profit sharing, 
seeks to make the individual’s share of profits dependent on his individual 
productivity, rather than on that of the entire group. 

The simplest form of profit sharing is the sliding scale, which assumes 
profits vary with the price of the product. Other forms of profit sharing 
make workers’ participation in profits vary vith the net profits of the 
business, rather than vith the price of the product. Profit sharing may 
take the form of a cash bonus or of some type of deferred saving. One 
of the most important phases of the profit-sharing movement in recent 
times is the attempt to make the employee a stockholder in the industry. 

Although there are some conspicuous illustrations of successful profit 
sharing, most of these attempts have been short-lived or restricted in 
scope. A successful enterpriser and farsighted employees are essential; 
the success of profit sharing also depends on general market conditions. 
Many plans of profit sharing have led to internal dissensions or have 
failed to provide sufficient incentive to increased production. 

Within the United States, employee representation and profit sharing 
have generally been inauguated by employers. They have frequently 
been accompanied by intensive personnel work within the plant and by 
extensive welfare programs outside the plant. Emploj’’ee representation 
and profit sharing usually have been t\Yin aspects of industrial democracy 
and related phases of industrial paternalism. 

Questions for Discussion 

, 1. What do you understand by industrial democracy in its broad sense and in its 
narrow sense? 

2. Contrast industrial paternalism with industrial democracy. Illustrate each. 
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3. (jompare the development of industrial democracy in Europe with that in the 
United States. Suggest reasons for differences. 

4. Trace the rise and decline of employee representation in the United States. 
Give reasons for changing tendencies. 

5. Outline chief types of employee representation. Explain and illustrate each. 

6. Make out a case for or against company unionism. 

7. a. How is profit sharing related to employee representation? 

b. Relate each to personnel administration and to welfare work. 

8. a. pistinguish profit sharing from gain sharing, 
b. Compare profit sharing with premium plans. 

9. o. Outline various types of profit sharing. 

b. Which do you regard as the fairest? The most practical? The most 
promising? The most disappointing? Give reasons in each case. 

10. a. How do you explain the frequent failures of profit sharing? 
b. What general conditions seem essential to its success? Why? 

Topics for Investigation 

1. Works committees and industrial councils in England. 

2. Industrial representation in Germany. 

3. Occupational representation in Russian soviets. 

4. Occupational representation in Italian guilds. 

5. Colorado plan of industrial representation. 

6. Structure and function of some company union with which you are familiar or 
in which you are interested. 

7. Organized labor and employee representation. 

8. Company unionism under the National Industrial Recovery Act and imder 
the National Labor Relations Act. 

9. Sliding scale of profit sharing. 

10. Profit sharing in one or more small establishments. 

11. Profit sharing in some large company, e.g., a public utility. 

12. Employee ownership of stock plans and experience. 
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CHAPTER XX 

THE COOPERATIVE MOVEMENT 


ELIMINATION OF INDIVIDIIAL ENTERPRISER 

1. Nature and Significance. — Works councils and profit sharing 
involve merely the copartnership concept of labor and management. 
The cooperative movement, however, would dispense altogether with the 
business enterpriser. A business would be run, not bj'^ an individual or a 
corporation organized for profits, but by an association of workers or 
consumers. In the absence of the enterpriser, private profits would be 
divided among workers or consumers. The cooperative movement 
represents collective, rather than indiAddual, enterprise in the production 
and distribution of economic goods. 

2. Cooperation Compared with Socialism and Capitalism. — State 
Bociahsm is political; it is superimposed from above. The cooperative 
movement is more economic than political; it is a group, rather than a 
national, experiment. Cooperative associations can grow up within our 
capitalistic society without destrojdng it. They can demonstrate their 
merit or lack of merit in comparison with the present competitive and 
indiiidualistic system. Indeed, a cooperative association has been 
regarded as socialism within the test tube. The status of private 
property rights, how^ever, is different under the tw'o systems. The 
cooperative movement recognizes not onlj’- the importance of capital, 
but also the propriety of private propertj'^ rights in producers’ goods. 
Hence the cooperative movement is a kind of compromise between 
capitalism and socialism; it retains private properts’^, but reduces indi- 
vidual enterprise; it recognizes profits, but diffuses them. Both socialism 
and the cooperative movement substitute collective effort for individual 
enterprise, cooperation for competition, and social service for private 
gain. 

3. Atttis of Cooperation. — The primary objective of any truly coop- 
erative movement is the substitution of mutual benefit for private 
profit. Its immediate .aim is the reduction of the economic w'astes 
of our competitive system by the ehmination of middlemen and individual 
emplo 3 'ers. Its ultimate aim is the gradual evolution of a cooperative 
coinraon wealth by peaceful, educational means. 

4. Kinds of Cooperation. — The cooperative movement has many 
phases, and cooperatives can be divided into various types. Some of 
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these classifications overlap. Thus there are producers’ cooperatives, 
consumers’ cooperatives, and distributors’ cooperatives. There are 
cooperative organizations for the selling of goods and cooperative organi- 
zations for the purchasing of goods. Again, there are agricultural 
cooperatives for the farmer and other cooperatives for industrial workers 
and city residents. Finally, there are pure cooperatives and various 
compromise arrangements. 

Consumers ’ cooperation is represented by cooperative stores, which 
may he subdivided into wholesale and retail coopera tives^ "Cooperative 
retail stores divide profits among their members according to their 
purchases. Cooperative wholesale stores do the same for their own 
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members, which are cooperative retail shops in Great Britain and 
individual enterprises in this country. 

Producers’ cooperation is represented by factories or stores, owned by 
the workers, run by the workers, and with profits divided among the 
workers. 

Distributors’ cooperation might more properly be called “marketing 
cooperation.’’ It seeks to reduce the wastes of our present system of 
distributing goods by a more intelligent and mutually helpful coordination 
of effort. It would eliminate the private profits of the middleman and 
the commission merchant. Distribution in this sense means the market- 
ing of goods, particularly agricultural products, and does not refer to the 
division of the national income among the various factors in production. 

Cooperative credit associations are represented by mutual savings banks, 
mutual life insurance companies, and cooperative loan associations. 
Savings and loan associations for the financing of home purchases also 
fall within this category. . 
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Agricultural cooperation is a composite form, because it includes one or 
more of these specific tjT)es of cooperation. Cooperative producing 
associations, cooperative marketing associations, cooperative credit 
associations, or a combination of them, are represented. Distributors’ 
cooperation for the better marketing of various crops is perhaps the most 
important aspect of agricultural cooperation. 

6. Rochdale Cooperative Plan. — Consumers’ cooperation dates from 
the famous Rochdale cooperative store, opened in 1844, in England. 
Although advocated by Robert Owen, the Rochdale plan was devised 
by neither theoretical economists nor practical captains of industry, 
but by a score of humble flannel weavers. The capital for the original 
Rochdale cooperative store was subscribed by prospective purchasers 
who hved in the ^ricinity. Shares of stock, which had a par value of 
only £1 each, could be purchased by individuals in moderate circum- 
stances. A fixed return of 5 per cent was specified before any surplus 
profits should be distributed. An old building on a side street was 
rented; the total sales of the first week amounted to only a few 
pounds. Such was the modest beginning of the most successful type 
of cooperation. 

The general policy followed was that of charging current market 
prices for articles sold at the cooperative store. Profits were not placed 
in the market basket. A purchase check recording the amount of pur- 
chase was given eveiy buyer. At the end of each quarter, total receipts 
were balanced against total expenses and the net profits of the store 
were computed. Surplus profits above the .. fixed return on the investe d 
c apital were then divid ed, not_ among stockholders in prop ertion to 
s hares of stock held, but among purcha^rs according t o purchases made. 
Profit s were achieved because of the ec onomy of collective buying at 
wholesale rates. Losses from bad debts were eliminated because the 
business was done on a strictly cash basis. Full publicity was given to 
financial records, a simplified statement of which was available to all 
members. 

A unique feature of the Rochdale plan was its d emocratic .form of 
ma nagemen t. Every stockholder possessed only one vote, and not one 
vote for every share of stock held. This is still the test of differentiation 
between a cooperative venture and an ordinary busine-ss organization. 

Wide participation in the benefits of the cooperative store resulted 
from the provision that a prospective member need make a cash payment 
of only Is., or one-twentieth of the par value of a share of stock; one 
would then contribute the remainder in part payments out of his share 
of the profits earned. Ronmembers might buy at cooperative stores, 
but a share in profits was contingent on membership, which could easily 
be secured and which could be paid for out of future savings. 
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6. Development of Consumers* Cooperation in Great Britain. — The 
Rochdale plan was a success from its very beginning. Other cooperative 
stores, imitating its fundamental features, soon developed. Great 
Britain now has over a thousand retail cooperative stores, having millions 
of members and millions of pounds of invested capital; these retail 
cooperative stores do an annual business of several hundred million 
pounds. 

Consumers’ , cooperation also spread upward from retail to wholesale 
stores. The English Cooperative Wholesale Society was formed in 1864 
to buy collectively for its cooperative retail stores. Its object was 
absorption of profits of individual jobbers and wholesalers. Profits 
of this cooperative wholesale society were similarly distributed among 



its member retail stores in proportion to their purchases. Total annual 
sales of the English Wholesale Cooperative Society alone have averaged 
about £100 million. 

The step from cooperative wholesale societies to cooperative manu- 
facturing and farming was as natural as that from retail stores to whole- 
sale societies. Cooperative wholesale societies began to manufacture 
and to grow certain products for themselves, instead of continuing to 
buy them from profit-making producers. The English Cooperative 
Wholesale Society is now the largest flour miller and the largest biscuit 
manufacturer in Great Britain. It is engaged also in the manufacture 
of clothing, furniture, groceries, and numerous other articles. It main- 
tains ironworks and coal mines in England and tea plantations in Ceylon. 
Its own merchant fleet carries its products from one part of the globe 
to another. 

7. Advantages and Limitations of Consumers’ Cooperation .—The 
obvious a dvantages of consumers’ cooperation are rednnt.inn in co^s of 
l iving an d pron iotion of thrif^ Standardization of economic wants an(£ 
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el imination of waste also are importan t. Moreover, there are social 
as well as economic advantages ; these include the substitution of coopera- 
tion for competition and the ideal of m utual benefi^for that of individual 
gain. 

Cooperative societies strive to maintain good w orking conditions a nd 
to__ga.y their employees fair wages, but their workers do not necessarily 
possess industrial representation or a voice in management. Moreover, 
ei ^loyees of consumers’ cooperative societies do not receive shares in the 
pro fits exce pt insofar as their purcliases there warrant. 

8. Consumers’ Cooperation in Europe and the United States. — The 
cooperative movement spread from England to Scotland, Wales, and 
Ireland, and from Great Britain to the continent of Europe; it was 
especially successful in the Scandinavdan countries. 

Within the United States, consumers’ cooperation has lagged. As 
American wages have been higher than those in Europe, economic 
pressure toward thrift and economj’- has been less severe here. Moreover, 
it is alleged that the American is an individualist and less expe- 
rienced in cooperative movements. Again, retail stores are very attrac- 
tive in this country; their variety delights the American consumer, who 
may be less billing than the English consumer to standardize his con- 
sumption. The relative mobility of labor and the heterogeneous char- 
acter of our industrial population may be additional contributory factors. 

Whatever the causes may be, the fact remains that cooperative stores 
are relatively rare in this countrJ^ The movement has been thwarted 
by ignorance or indifference, and by reluctance or resistance; it has been 
characterized bj^ modest success or actual failure. Although many 
enterprises have posed as cooperative stores, they have used this slogan 
for the purpose of increasing sales through minor discounts or petty 
bonuses. 

On the other hand, this country has vdtnesscd the development of 
chain stores, department stores, and mail-order houses. Because of their 
economies of large-scale purchase and large-scale management, such 
organizations have frequently been able to cut prices and to undersell 
small retailers. Americans have patronized chain stores avidly, under 
the immediate stimulus of taking their profits in the market basket. 

9. Cooperative Wholesale Associations in the United States. — At 
present, cooperation or extinction seems to be the choice of independent 
neighboj'hood stores in the large cities of the United States. Con- 
sequently, many wholesale cooperative associations have come into 
e.xistence. Some of them have had a rather lengths'- and successful 
historju The most noteworth}’' are organizations of retail druggists and 
grocers, who found it necessarj' to organize in order to protect themselves 
against the competition of chain stores. 
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The specific purpose of these cooperative associations is to permit the 
retail druggist or grocer to enjoy the economies of pimchasing in large 
quantities, which appears to be the chief advantage possessed by chain 
stores. These retail merchants are individual enterprisers in business 
for profit and in competition with each other. Nevertheless, their whole- 
sale organizations are cooperatives, for profits are divided among members 
according to their respective purchases. 

The •Philadelphia Wholesale Drug Company is such a cooperative 
organization. Its shares of stock are owned by a membersliip composed 
of retail druggists, who purchase their goods from the cooperative whole- 
sale association. Nonmember druggists also can purchase from this 
organization, which does an annual business of millions of dollars. The 
Frankford Grocers’ Association, a similar cooperative wholesale organiza- 
tion, has been in existence for almost half a century. 

10. Producers’ and Consumers’ Cooperation Compared. — Con- 
su mers* cooperation seeks to reduce prices a nd to lower costs of living. 
whereas producers’ cooperation seeks to raise wage s and to i mprov e 
working condit^s. Consumers^_wpperatiyes divide profits among 
b uyers ; producers’ cooperatives divide profits among workers! ~ Con- 
sumers’ cooperatives seek to achieve economies thr ough cooperative 
s tores ; producers’ cooperatives se ek industrial democra cy Ihfdugli the 
worker-managed factory. Consumers’ cooperatives are not so old as 
producers’ cooperatives, but they have been more successful. 

The two types of cooperation are similar in that each substitutes 
collective action for individual initiative; each eliminates the enterpriser. , 
Moreover, both plans are based on individual representation instead of 
shares of stock; one man, one vote, is the general principle of all coopera- 
tive enterprises. 

11. Origin and Development of Producers’ Cooperation. — Producers’ 
cooperation, like profit sharing, seems to have originated in France. 
The revolution of 1848 gave a stimulus to self-governing workshops, 
but the movement was a general failure, or, rather, the original idea of 
Louis Blanc was never fairly applied. At a stUl earlier date, even more 
ambitious experiments in cooperation, including producers’ cooperation, 
were attempted by Robert Owen at New Lanarck in Scotland and at 
New Harmony in the United States. These experiments aroused 
great interest and much opposition, but they left few permanent results. 
The repeated failures of producers’ cooperation stand out in marked 
contrast to the brilliant success of consumers’ cooperation. 

Within the United States, there were sporadic attempts at producers’ 
cooperation, such as those of the Knights of Labor. Although the record 
has been one of general failure, there are such notable exceptions a9 the 
Cooperative Barrel Manufacturing Company of Minneapolis and the.. 
Columbia Conserve Company of Indianapolis. A study by thp Bureau 
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of Labor Statistics in 1925 showed only thirty-nine schemes of producers’ 
cooperation then in operation in the entire United States. Moreover, 
even this small number was decreasing, for in 1930 the Bureau of Labor 
Statistics reported only twenty plans of producers' cooperation then in 
existence in this country. 

12 . Dif5.culties of Producers’ Cooperation. — It is not easy to secure 
investment capital for experiments in producers’ cooperation. Work- 
men’s savings are a meager source from which to draw, and the capitalist 
is not apt to lend funds to an enterprise of which he doubts both the 
desirability and the practicability. 

Managerial ability also is rare. Workers are not always good busi- 
nessmen, for the successful enterpriser is a comhination of natural ability, 
acqui .d education, and managerial experience. Workers have often 
failed to realize the importance of business enterprise to successful 
production and have failed to offer sufficient reward to attract capable 
managers. Numerous cooperative schemes, which were headed by honest 
but inexperienced individuals, have failed because of the lack of competent 
and seasoned leadership. 

Where producers’ cooperation has been a success, there has frequently 
developed opposition to the entrance of new workers on equal terms. 
The result is a corporation vuth hired emplojfees, some of whom own 
shares of stock. When the principle of one man, one vote, yields to the 
principle of one share of stock, one vote, the organization has ceased to 
be cooperative in the strict sense of the word. The capitalization of 
past successes and present profits by the veteran members generally 
' terminates the experiment in producers’ cooperation. 

Producers’ cooperation has fared better in small establishments 
requiring skilled craftsmen than in those employing abundant capital 
and unskill ed labor. The existence of a relatively stable demand for 
the product is another element favorable to the success of producers’ 
cooperation. 

13 . Agricultural Cooperation. — ^Farmers have often cooperated with 
each other in building barns and harvesting crops, but the development 
of capitalistic agriculture necessitated still further cooperation. Expen- 
sive machinery not needed continuously may be owned collectively by a 
group of farmers. A simple form of cooperation is such division of 
investment, under which each farmer buys a different machine, lends 
that to other farmers, from whom he borrows other machines. This 
sort of cooperation has been more highly developed through mutual 
associations of farmers, which buy machines collectively and then rent 
them to members. 

(Cooperative purchasing also plays an important part in agricultural 
cooperation. Over half the 10,000 cooperative associations supported 
by fanners reported purchasing fxmetions among their various activities. 
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These purchases consist largely of feed, fuel, containers, building mate- 
rials, seed, fertilizer, machinery, tools, and other articles in common 
use by the farmer. The cost of handling these goods for distribution 
by cooperative purchasing agencies has been as low as or 2 per cent 
of their purchase prices. 

The most important phase of agricultural cooperation, however, is 
that of marketing. Farmers' products require transportation and 
storage; they also require sorting, packing, and selling. These services 
have been performed by commission merchants and other middlemen. 
They may be performed more beneficially by cooperative associations 
of the growers themselves. 

Farm products may be perishable foods, which necessitate prompt 
and local disposal, or agricultural staples, which can be stored in 
huge quantities for long periods. Efficient marketing is necessary to 
prevent loss of product in the one case and loss of value in the other 
case. 

14. Examples of Marketing Cooperation in Agriculture . — Fruits and 
vegetables are cooperatively marketed on a large scale. At the present 
time, in this country alone, fully 200,000 individual growers support 
over 1,000 marketing cooperatives. Some of these agricultural coopera- 
tives are local and serve merely neighboring markets, such as the Coopera- 
tive Society of Hammonton, N. J., which for many years has shipped 
various kinds of berries to Philadelphia and other neighboring cities. 
National markets require larger cooperatives. Among them are several 
Western and Southern organizations, which ship various kinds of fruit 
all over the United States and Canada. These large cooperatives may 
be federations of small local cooperatives, such as the California Fruit 
Growers’ Exchange, or centralized organizations, such as the Sun Maid 
Raisin Growers. The Florida Citrus Exchange is a rival cooperative 
of similar organization and like pimpose. The Northwestern states 
market their apples and other fruit crops through kindred cooperative 
organizations. 

Cotton growers suffered from inadequate marketing facilities and from 
precipitous dechnes in the price of cotton. Hence, they formed coopera- 
tive associations for the ginning and marketing of cotton. These 
cooperatives had considerable success, but they were unable to achieve 
stabilization of price because only a relatively small portion of our cotton 
crop was controlled by these cooperatives. In marked contrast and 
Avith greater success, the California Fruit Growers’ Exchange marketed 
the bulk of our lemon crop; it was able to restrict production and to 
maintain price. 

Grain growers in the West,, like cotton growers in the South, suffered 
from inadequate marketing facilities and from serious declines in price. 
Long before the recent agricultural depression, various granger move-*^ 
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ments had stimulated voluntary experiments in cooperative marketing 
by fanners. These organizations included cooperative grain elevators, 
or warehouses for the storage of wheat, state or regional pools for price 
maintenance, and, finall}’-, producer-controlled cooperative selling agen- 
cies. These associations sought to secure a fair grading of wheat, its 
adequate storage, regulation of competition, and reduction of speculation. 

Agricultural cooperatives have engaged in processing, as well as 
marketing, goods. The dairy industry abroad and at home is an out- 
standing example. Many creameries, notably in Denmark and ti^iscon- 
sin, are cooperative ventures of local farmers in the surrounding territory, 
whose milk they churn into butter and cheese, sold collectively under the 
trade name of the cooperative. 

16. Governmental Aid to Farmers. — The Federal Marketing Act 
of 1929 further stimulated the growth of cooperative associations among 
farmers. The Federal Farm Board sought to stabilize farm prices 
through the purchase of agricultural staples. The Agricultural Adjust- 
ment Act of 1933 and subsequent legislation gave farm subsidies and 
granted crop loans; it sought to raise prices by rewarding restriction of 
output. 

16. Cooperative Credit. — Cooperative credit societies developed in 
Germany about the middle of the last century. They took the form of 
small rmincorporated associations of farmers or tradesmen. The savings 
of members were placed on deposit and might be borrowed by other 
members for legitimate and carefully supendsed purposes. Rates 
of interest to members were cheaper than those charged by commercial 
banks, and most of the officers served without compensation. The 
absence of limited liability meant that greater care was exercised in 
granting loans. 

Credit unions, the American name for credit cooperatives, are a 
more recent development in this country. They have been most com- 
mon and successful among homogeneous groups, such as teachers, rail- 
road workers, and postal employees. Small loans are made from funds 
of the association, w^hich come chiefly from subscriptions of members 
to the stock of the credit union. Although collateral is not always 
required, each loan is carefully investigated, and each application is 
generally endorsed by several fellow members. The interest charges 
of these credit unions have not alwajm been low, but they have generally 
been lower than those charged by loan companies organized for profit, 
to which the poor man without collateral would otherwise have been 
forced to resort. Moreover, profits go, not to an individual enterpriser, 
but back into the funds of the cooperative credit union. 

17. Mutual Savings Banks. — Savings banks developed as institutions 
to promote thrift and to enable workers safely to invest their small 
earnings. The first savings bank in America was instituted in New York 
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in 1816 after an English model. Early savings banks were cooperative 
in the sense that they were mutual. There was no capital stock; deposits 
constituted the entire source of loanable funds. Profits were propor- 
tionately divided among depositors. Later mutual savings banks had 
capital stock but paid the stockholders a fixed rate of interest and divided 
all profits in excess of this amount among their depositors instead of 
among their stockholders. As under the Rochdale plan, patrons shared 
profits proportionately. 

In Great Britain, cooperative credit developed apart from consumers’ 
cooperation. In 1872, however, the English Cooperative Wholesale 
Society embarked on this new venture. At first, E n g lish cooperative 
banking was far from successful, but the experiment was continued with 
gradual improvement. 

Many cooperative banks within the United States received their 
chief impetus from trade unions. An example was the Brotherhood of 
Locomotive Engineers’ Cooperative Bank, opened in Cleveland; a 
similar banking venture was made by the same organization in Phila- 
delphia. The Amalgamated Clothing Workers also entered the banking 
business. Stock was issued in shares of small par value; trade unionists 
constituted the noajority of stockholders and depositors. Some of these 
banks failed; most of them met with only modest success. 

18 , Mutual Insurance Companies. — Insurance represents both thrift 
and protection. It is the workers’ chief bulwark against industrial 
insecurity and the risks of everyday life. 

Most life insurance companies and some property insurance com- 
panies have been mutualized; i.e., policyholders become stockholders 
automatically. Even when operated for profit, the very nature of 
insurance is cooperative, for it diffuses risks over the entire group. 
Insured individuals who do not suffer loss compensate, financially at 
least, those who do. If an insurance company is mutualized or profit 
sharing, it is even more cooperative in character, for profits in excess of 
costs of operation, payment of benefits, and reserve requirements are 
distributed to policyholders or deducted from their premiums. Most 
beneficial associations are cooperative societies, but they have often 
failed to provide adequate reserves for their contingent liabilities. 

19 . Savings and Loan Societies. — The first building and loan associa- 
tion in America was foimdcd in Frankford (now a part of Philadelphia) 
in 1831. Its purpose was to encourage thrift and home ownership by 
providing a society into which members could regularly and safely 
deposit savings, and from which members could easily and economically 
borrow funds for the purchase or improvement of their own homes. 

After a century of community service, many building and «loan 
associations collapsed; their members suffered severe losses during the 
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depi’e-ssion years from 1929 'to 1933. Consequently, the Roosevelt 
admlnistralinn reorganized mortgage banking for home and farm. 
Federal savings and loan Lu-isociations came into existence for the promo- 
tion of thrift and home omiership. Funds deposited therein were 
guaranteed up to a modest sum in a manner comparable to deposits 
in commercial banlts. Home Oumers’ Loan Banks were created to redis- 
count long-term paper of member sax’-ings and loan associations, just 
as Federal Reserve Banlcs rediscount the short-term paper of member 
commercial banks. 

Summary. — The cooperative movement eliminates the individual 
enterpriser and substitutes collective action for private initiative. 
Unlike state socialism, cooperation functions within small groups; 
it permits payment of interest on capital and rent for land. Both 
movements have their international and humanitarian aspects; both 
are democratic in nature. Cooperation is more economic than political; 
it is evolutionary, not revolutionary; it is voluntary and educational, 
not coercive. 

The cooperative movement presents four phases : consumers’ coopera- 
tion, producers’ cooperation, distributors’ cooperation, and cooperative 
credit. Agricultural cooperation is composite; it includes all four of 
these types. 

The Rochdale Cooperative Store was the pioneer experiment in 
consumers’ cooperation. It was eminently successful and spread from 
England to other parts of the British Isles and to the continent of Europe. 
It was extended from retail stores to great wholesale organizations, 
which manufacture and import their own products. Although con- 
sumers’ cooperation developed well and widely in Great Britain, Scandi- 
navia, and other European lands, it has not made such headway in the 
United States. 

Producers’ cooperation, exemplified by a collectively directed group 
of workers engaged in manufacture, has been neither common nor 
successful. The indi^ddual enterpriser is eliminated, for the workers 
own and plan their collective enterprise. Lack of capital, scarcity of 
managerial ability, and the constant temptation to exclude new workers 
limit the success and often terminate the existence of schemes of pro- 
ducers’ cooperation. 

Distributors’ cooperation is primarily for the marketing of agricul- 
tural crops. It has been especially successful among growers of fruits 
and vegetables. Dairj’’ products are processed, as well as marketed, 
by cooperative associations. 

Various tj-pes of cooperative credit associations exist. Prominent 
among them are the loan associations of Germany and the savings and 
loan associations of the United States. Cooperative banking institutions 
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are illustrated by mutual savings banks.' Land banks are cooperative 
organizations for the extension of cheap credit to farmers. 

Insurance is a cooperative business, because it diffuses risk. It 
stimulates thrift and provides protection. Many life insurance com- 
panies are mutual; i.e., their policyholders participate in dividends. 

Questions for Discussion 

1. Compare cooperatives with profit-sharing schemes. 

2. a. How does the cooperative movement differ from socialism? 
b. Wherein are they similar? 

3. Outline and compare different types of cooperation. 

4. Explain carefully the plan of the Bochdale Cooperative Store. 

5. Why do you think that consumers’ cooperation has met with so little success 
in the United States in comparison with its signal success in Great Britain? 

6. a. What is producers’ cooperation? Illustrate. 
b. Compare with consumers’ cooperation. 

7. Why has producers’ cooperation been less successful than consumers’ cooper- 
ation? 

8. Explain and illustrate various types of cooperative credit. 

9. Explain and illustrate various types of agricultural cooperation. 

10. What are the chief aims and accomplishments of marketing cooperatives? 
Explain and illustrate. 

Topics for Investigation 

1. Rochdale pioneers in the cooperative movement. 

2. Producers’ cooperatives in France, 

3. Cooperative marketing in the United States. 

4. Trend toward mutualization in insurance. 

5. Cooperative ventures of labor organizations. 

6. Federal savings and loan legislation. 

7. Grain and cotton cooperatives in the United States. 

8. Restriction of production and stabilization of price by cooperative associations. 
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CHAPTER XXI 

SOCIALISM AND SYNDICALISM 
ELIMINATION OF CAPITALISM 

1. Nature of Socialism. — ^There are so many different types of 
socialism that only a broad definition is possible. This seems to lie 
in the substitution of collective ownership and control of industry for 
individual initiative and private enterprise. The profits motive is to 
be eliminated or reduced in favor of the social-service motive of produc- 
tion for use. Industrial absolutism is to be supplanted by a democratic 
organization of the workers. 

Socialism then involves some fundamental changes in the institution 
of private property. Although permitting property rights in consump- 
tion goods, socialism restricts them in land and capital. Socialism 
seeks to eliminate property incomes from such sources as inheritance, 
rent, interest, and profits. Wages would be the only form of income, 
and all incomes would be earned incomes. Although socialists differ 
among themselves as to differentials in wages, they regard reasonable 
salaries of managers and professional men as earned incomes. 

2. Comparison with Other Movements. — The cooperative movement 
would eliminate the individual enterpriser, and single tax has no place 
for the landlord, but socialism would go still further by eliminating also 
the capitalist. On the other hand, it does not go so far as communism, 
which refuses to recognize any property rights whatsoever, even though, 
as a practical matter and as a temporary measure, compromises may be 
effected. 

Socialism is entirely different from anarchism, although the two 
movements are commonly confused. Anarchism seeks the reduction 
of governmental functions and the elimination of the political state, 
although this may be done by evolutionary instead of revolutionaiy 
methods. State socialism, on the other hand, seeks the increase of 
governmental functions, for it proposes that the state own and operate 
all basic industries. In short, the two movements are at opposite poles, 
for anarchists minimize political action and would destroy the state, 
whereas socialists magnify political action and w^ould glorify the state 
by extending its functions from the regulation to the operation of industiy. 

3. Relation to Other Programs. — Socialism does not propose the 
elimination of religion, the church, or the institution of the family.*- 
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It is true that certain early socialists were atheists and that some pro- 
posed to substitute promiscuity for the monogamous family. Their 
radical religious and social proposals, howev'er, have nothing to do with 
the economic creed of socialism. There are Christian socialists and 
agnostic capitalists. It might be argued with equal falsity that all 
socialists are Christians and that all capitalists are agnostics. 

There are many programs of social reform W'hich are socialistic, 
but W'hich are not socialism because they do not involve the collective 
ownership and operation of industry. The defeat of such measures is 
sometimes accomplished by the use of invective, rather than reason. 
The specter of socialism is paraded through the legislative halls wdth 
deadly effect. 

4. Socialists’ Indictment of Competition. — Socialists usually begin 
their arguments with a criticism of the present economic system, rather 
than with a statement of the proposals of socialism. To a mind in which 
a burning consciousness of the evils of modern capitalism has been 
aroused, the future promises of socialism stand out in bright relief. 
Remedial measures and specific reforms are slighted ; socialism in general 
or a certain t3'pe of socialism in particular is advocated as the w'ay of 
economic salvation. 

Socialists indict capitalism on the ground that the present com- 
petitive sj'stem is w'asteful. There is an unnecessary duplication of 
material equipment and human effort. The railroads, for example, 
developed as competitive enterprises under individual initiative. The 
result is the present struggle to create integrated ss'stems and to bring 
order out of chaos. Would it not have been better had the state or 
some other central agency directed the railroad development of the 
countrj'? The natural tendency toward, and the benefits of, regulated 
monopols' are evident also in other industries. Our economic develop- 
ment has been from small-scale manufacture to large-scale manufacture 
and from large-scale manufactuiv to large-scale management. As 
private monopoly is dangerous and diflicult of regulation, the conclusion 
of governmental ownership and operation is reached. 

The advantages of monopoly result from economies of large-scale 
manufacture and management with the consequent elimination of wastes 
of competition. The advantages of big business can be seen in the meat- 
packing and steel industries and, especiallj', in public utilities. There 
are advantages in administration and distribution, as well as in manu- 
facture. Cross freights can be eliminated and goods shipped from the 
nearest point to the consumer. Witness the economies of a large mail- 
order house or a large department store with its unified credit and delivery 
departments. On the other hand, note the lost effort which results w'hen 
numerous milk wagons and bread boys cover the same route, to the dis- 
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comfort of the sleeping millions of our large cities. Compare this 
situation with the distribution of the mail by a single centralized govern- 
mental agency. 

Socialism would reduce not only marketing costs and selling expenses, 
but also the enormous wastes of competitive advertising. Ugly bill- 
boards would no longer shriek the merits of X kidney pills as compared 
with y kidney pills or A shaving cream as compared with B shaving 
cream. • 

That the present system does not work smoothly is attested by the 
business cycle, with its recurring periods of depression. Socialists 
claim that misdirected production and economic crises will continue 
until individual enterprise in the basic industries is replaced by economic 
planning through a central governmental agency. Governmental 
ownership and operation would substitute the economies of monopoly 
for the wastes of competition and the stability of monopoly price for the 
fluctuations of competitive prices. 

6. Economic Inequality and the Profits Motive. — ^Another criticism 
of the present economic sj-^stem arises from the persistence of glaring 
inequality of wealth and income. Conspicuous consumption exists, 
on the one hand, and dire poverty, on the other. As these issues were 
discussed in Chap. VI, they \vill not be reviewed here. It will be sufiS- 
cient to note that socialists content that, if all incomes were earned and 
if all property incomes were eliminated, such economic inequality would 
be reduced. 

The socialist also criticizes the profits motive, which directs produc- 
tion under our present system. Economic demand, rather than social 
w'elfare, is the indicator which production now follows. Inequalities 
in income make possible the production of luxuries for some before 
necessities for all. 

The quality of economic goods, as well as the character of production, 
suffers from the profits motive. It is profitable to produce shoddy cloth, 
to adulterate food, and to make things which are injurious to their 
users but which have a ready market. “Illth,” rather than wealth, 
is the result. 

The method of production also is important. Goods are made in 
ugly factories which belch out clouds of smoke into the air we breathe 
and which pour streams of refuse into the water which is used by towns 
farther dowm the river. Public health and aesthetic values are threat- 
ened by this spirit of gain. The conservation of natural resources is 
impossible in a pecuniary society dominated by the profits motive. 

The sordid profits motive has developed our acquisitive traits and 
inhibited our cooperative efforts. The esteem of one’s fellows, or social 
recognition, is desired by every member of society. The valor of the'* 
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soldier and the research of the scientist are rewarded by the laurel wreath, 
rather than by monetary compensation. To certain groups at all times, 
and to all groups at critical times, the social-service spirit transcends 
the profits motive. Such a nonpecuniary incentive could be extended 
to normal industrial life, were it not that the profits motive has contami- 
nated our economic order and has expressed success in tenns of the dollar 
mark. Social recognition, rather than the accumulation of fortunes, 
might have proved an adequate reward for those great captains of 
industry who have led the army of economic progress. 

In the last place, socialism indicts the present S 3 ^stem as productive 
of human, as well as of economic, wastes. Not only does the profits 
motive lower the social plane of competition and degrade human nature, 
but it is responsible also for certain economic maladjustments, many 
of which have been discussed in earlier chapters. Child labor, unemploy- 
ment, dangerous trades, and occupational diseases are laid by socialists 
at the door of modern capitalism. In .spite of the fact that labor is the 
source of all wealth, the wages of many workers are inadequate to main- 
tain decent standards of living. Because the instruments of production 
are owned by a propertied class, labor is exploited and does not receive 
its full product. Much of this, it has been argued, would be reduced or 
eliminated by socialism. 

6. Essentials of Socialism. — The very definition of socialism reveals 
its fundamental proposal, that of collective ownership and operation of 
the instruments of production. Radical socialists would apply collective 
ownership to all instruments of production; they would permit individual 
ownership only of one’s own home, clothing, and personal effects. More 
conservative socialists, however, would apply collective ownership only 
to basic industries. Between these two extremes are many compromise 
positions. Most socialists would permit the farmer to claim as much 
land as one person could cultivate. He could not rent an excess amount 
to another individual, nor could he hire a laborer to till his land for him, 
for in such event the wage system or the landlord would be reintroduced. 
Although individual tradesmen might be permitted in those businesses 
which are by nature small scale, all large stores and manufacturing plants 
would be collective enterprises. 

The change from individual to collective ownership of industry 
involves a process of confiscation to which many people object. The 
socialist replies that the landlord and capitalist have already confiscated 
for themselves the free gifts of natme and the sweated products of 
workers. Socialism is therefore not confiscation, but recovery. More- 
over, the old argument of confiscation opposes all social reform. The 
aboIitiiM of human slavery involved the confiscation of the property 
of the poor widow who owned but a single slave. In order to avoid the 
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charge of confiscation, a socialistic state might purchase private industries 
from their present owners by exchanpng corporate stocks and bonds for 
the governmental bonds of the new socialistic state. In this manner, 
collective ownership of industry might be established without confisca- 
tion; but unless these government bonds were to become worthless, 
interest must be paid on them. That would constitute a form of property 
income repugnant to many socialists. 

Socialism, then, proposes the elimination of most forms of income 
except wages. Although earned income is the only type of income 
recognized, it includes the rewards of brain as well as of brawn. More- 
over, socialists do not insist that all incomes should be the same, even 
though all must be earned. 

The slogan of communists is: “From each according to his ability 
and to each according to his needs.” Such a system of distribution is 
one of flat equality of income, or one which recognizes only those differ- 
ences due to variations in size of family or nature of occupation. The 
ideal of most socialists, however, is that of acquisition according to 
productivity along socially desirable lines. Such a system of dis- 
tribution has been termed a “functional economy,” in contrast to the 
flat equality of communism or the glaring inequalities of capitalism. 
It was discussed in Chap. VI. 

7. Wages and Prices under Socialism. — Most socialists recognize 
the necessity for a moderate wage differential in proportion to economic 
productivity, or at least in proportion to individual effort. If all workers 
received the same wage irrespective of their economic productivity, 
there would be a dangerous tendency toward idleness or soldiering on the 
job. To apportion income according to the size of one’s family would 
be to accentuate the Malthusian tendency and to reward biologic 
productivity, rather than economic productivity. 

The exact method of determining wages under socialism is a matter 
of considerable controversy. There would probably be a minimum 
wage in order to prevent less fortunate or less able individuals from living 
below a decent standard of living. Above this line, wages would vary 
according to the subjective sacrifices or the objective productivity of 
the workers. There would be neither enormous salaries nor property 
incomes. 

Under the competitive system, prices of goods and wages of labor 
are determined in the open market by the forces of supply and demand. 
Under socialism, price as the controlling and organizing factor would 
play a less important role. Socialism does not necessitate the complete 
elimination of the price system, although it does considerably modify it. 
It would be necessary for some central agency to plan productiott and to 
decide what goods should be produced, in what amounts, and by what 



SOCIALISM AND SYNDICALISM 


489 


order of priority. Again, that same or another governmental bureau 
’would be forced to detei’mine the productmtj- or sacrifice of an individual 
worker in order to fix his rvages. 

The price of a particular commodity might bo evaluated solely in 
terms of the amount of labor which it represents and without regard to 
other productive factors, such as rent, wages, and profits. Again, 
prices might be scaled in accordance with social needs without reference 
to costs of production. Thus a high price would discourage the consump- 
tion of scai’ce or deleterious commodities, and a low price would encourage 
lie consumption of plentiful or beneficial commodities. It is diflicult 
to conceive of any governmental agency qualified to perform such a task 
or of any method by -which this might accurately be done in the absence 
of a competitive price fixed by the natural forces of supply and demand. 

Banks would be public and not private institutions. There might 
well be commodity money and bank notes, which, however, would be 
direct obligations of the government. On the other hand, wages 
might be paid in labor checks which, in turn, could be used for the pur- 
(diase of goods from governmental stores. Many early socialists proposed 
to substitute labor chocks for commodity money. 

8. Other Proposals of Socialism. — Socialism proposes to substitute 
industrial democracy for industrial absolutism. Control by the workers 
through some form of industrial representation is regarded as essential. 
This factor in socialism was overlooked by manj'- state socialists, who 
proposed governmental ownership and operation of industry, but who 
failed to proride for the democratization of industry. Centralized 
governmental bureaus failed to give the workers a voice in the control of 
industrjj’. Hence guild socialism developed its ideal of the self-governing 
workshop, in contrast to the centralized control of state socialism. 

There are other miscellaneouE proposals of socialists, wliich, although 
not necessarily a part of socialism, are genorallj" associated with it. 
Thus, socialists propose certain educational reforms. Children would 
be prevented from leaving school at an early age and going to work. 
Educational opportunity would be extended in all directions. The 
government, rather than benevolent indiriduals, would build museums 
and art gaUeries. The state would become the patron of the arts and 
sciences. Communitj'’ centers, public playgrounds, and sub.sidized 
■thea,terB would be prorided for the recreation of all citizens of the socialist 
state. 

Health and safety in industrj”, as well as improved housing and better 
Ij-ping conditions, would be promoted. Municipal tenements would 
take the place of slums. Public hospitals would be open to all, and 
many physicians would be governmental ofScers paid by salaries instead 
of fees. Social insurance is not socialism, but the latter generally includes 
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the former. A socialistic state would provide not only workmen’s com- 
pensation for industrial accidents, but also sickness insurance, unemploy- 
ment benefits, and old-age pensions. 

9. Tenets of Karl Marx. — The “Co mm unist Manifesto,” published 
in 1848, ’ the year of revolution in Central Europe, was the political 
platform of socialism. It constituted the formal indictment of capitalism 
and contained various proposal of sociahsm. “Das Kapital,” a later 
work -of Marx, was an elaborate exposition of the economic theories of 
Marxian socialism. This monumental work is basic to all theories of 
socialism, whether of Marxian or of dissenting schools. It is equally 
basic to other radical schools of thought, such as co mm u ni sm and 
syndicalism. 

Marxism, known also as “scientific socialism,” is so fundamental that 
some of its leading principles must be outlined in any discussion of socia- 
list theory or radical philosophy. These include the materialistic 
interpretation of history, the doctrines of concentration of capitalistic 
control and exploitation of the proletariat, the theories of labor value 
and surplus value, the overproduction theory of industrial crises, and 
the doctrine of class struggle. 

o. Materialistic Interpretaiion of History. — Marx’s materialistic inter- 
pretation of history, in brief, is that the economic organization is the 
determining factor in civilization. In other words, our political life, 
our social institutions, and even our religious and moral ideas are vitally 
affected by our economic techniques and institutions. Consequently the 
industrial revolution was of profound significance; it changed our entire 
civilization. 

6. Concentration of Control. — The invention of power machinery and 
the introduction of the factory system resulted inevitably in the sub- 
stitution of large-scale production for small-scale production. The 
consequence has been concentrated control of industry, illustrated by 
the modern trust. The craftsman and the small independent producer 
gradually disappear; the middle class or bourgeoisie will ultimately cease 
to exist. While the capitalists enjoy increasing power and wealth, the 
workers suffer from increasing poverty and misery. 

c. Surplus Value and Exploitation. — Marx’s doctrine of the exploita- 
tion of the proletariat, i.e., workers who have been dispossessed of their 
instruments of production, is closely connected with his theory of surplus 
value. Starting with the then current classical view of Ricardo, Marx 
contended that the value of any commodity depends on the quantity of 
socially necessary labor contained in it. Labor was regarded as the 
primary or ultimate source of all wealth and capital was considered as 
stored-up labor. Inasmuch as interest, rent, and other forms of property 
income are permitted, the worker does not receive all the income whici 
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he produces. A surplus value, or the difference between the wages of the 
worker and the value of his product, is appropriated by the capitalist. 
Hence, said Marx, labor is exploited. 

d. Overproduction and Crises . — Another principle of Marxian socialism 
is that of overproduction as the cause of industrial crises. Because of 
the existing inequality of wealth, the poorer classes in society cannot buy 
enough. On the other hand, the wealthy groups have an income in 
excess of their needs and are forced to reinvest a portion of it in productive 
enterprises. The result is a further increase in production until more 
consumption goods are in existence than can be disposed of at existing 
prices to the masses of people who have insatiable wants but insufficient 
purchasing power. The final outcome is an economic depression or a 
halting of the processes of industry until consumption again catches up 
with production, which is forced to await it like a train on a siding. 
The socialists point to our recurring economic crises as pi'oof of this 
doctrine of overproduction. They contend that crises are inevitable under 
modern capitalism and that they are becoming steadily worse. As they 
will finally become intolerable, capitalism carries \vithin itself the seeds 
of its own destruction. 

e. Class Struggle . — A final principle of Marxian socialism is that of 
class struggle along economic lines. History records the story of struggles 
between masters and slaves and between lords and serfs. The industrial 
revolution created an ever-widening gulf between capitalists or the 
bourgeoisie and workers or the proletariat. Scientific sociahsm does not 
preach revolution but regards it as inevitable. As the middle class 
disappears, the conflict of interests between the two extremes in society 
becomes more intense. The dispossessed proletariat ■w’ill finally rise in 
their might. By sheer power of numbers, they will take possession of the 
instruments of production and operate them collectively. The wage 
slavery of modern industrialism null then be eliminated by the dictator- 
ship of the proletariat. This will eventually give way to a classless 
society. 

10. Criticism of Marxism. — This general outline of the essential 
principles of Marxism is too brief to state them clearly or to qualify them 
sufficiently. One of the weakest planks is the labor theory of value; it 
has been abandoned by neoclassicists. Even if it be admitted that labor 
is the ultimate source of all wealth and that capital itself is stored-up 
labor, the fact remains that roundabout production, or labor aided by 
capital, is more productive than labor unaided or directly applied. 
The socialist himself will admit the superior productivity of capitalistic 
labor, but he demands the collective ownership and operation of capital. 
Labor as the measure of value is even mbre difficult to defend than labor 
as, the source of value. Marx assumes homogeneous units of' labor, the 
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number of which would express the value of a coat or a book. This 
abstraction is impractical. The labor theory of value also minimizes the 
factor of demand, as influenced by the divergent desires of consumers. 
Of what value is the product of a large number of labor units, if no one 
has any desire for it? Marx merely assumes that the good is socially 
desirable and does not provide for varying degrees of utility. 

The Marxian concept of overproduction needs considerable refine- 
ment.’ Although there can be misdirected production or general over- 
production in the sense of more goods than can be disposed of at current 
prices, unqualified general overproduction is impossible in the sense that 
there are more goods produced than can be consumed. On the other 
hand, the socialist is probably correct in his contention that greater 
equality of income would have a stimulating effect on industry by increas- 
ing the effective demands of workers. Although this factor is of great 
importance, an explanation of crises must take other things into account, 
such as sound currency and stable price levels. 

Although a growing concentration in industry may be taking place, 
it does not follow that the middle class is disappearing or that society 
is divided into two hostile groups of exploiting bourgeoisie and exploited 
proletariat. Today, the stock of many great corporations is held by 
thousands of small stockholders. Again, the laboring class is materially 
better off now than at the time when Karl Marx wrote “Das Kapital.” 
Indeed, it is a debatable matter as to whether it is relatively worse off. 
In spite of the inadequacy of the wages of a large portion of our laboring 
population, the long-run tendency of real wages has been upward. 
Moreover, the growth of labor organization and industrial representation 
has given the workers greater control of industry and a larger share of 
its product. 

11. Early Schools of Socialism. — ^Although the socialists are united in 
their indictment of modern capitalism and in their proposal to substitute 
collective ownership and operation of the instruments of production for 
individual enterprise and private property rights, they differ widely 
among themselves as to other proposals and as to the methods by which 
the main objective of socialism is to be accomplished. Hence it will be 
necessary to outline some different schools of socialism. 

a. Utopian Socialism . — Socialistic or communistic Utopias are as old 
as Plato’s “Republic.” The term “Utopian socialism,” however, is 
generally restricted to a small group of writers who lived about the time 
of the French Revolution and who were motivated by its ideals of 
“liberty, equality, and fraternity.” They included the French writers, 
Saint-Simon and Fourier, who influenced the Scottish industrialist, 
Robert Owen. These visionaries dreamed of an ideal society in which 
voluntary cooperation would replace competition and coercion. Tliis 
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movement expressed itself in social experiments and cooperative com- 
munities, such as New Harmony in Indiana and Brook Farm in New 
England. 

h. Christian Socialism . — As a reaction against the fantastic and 
atheistic character of some proposals of early Utopian socialists, Christian 
socialism emerged in England under the leadersliip of F. D. Maurice, 
J. M. Ludlow, and Charles Kingslej', who expressed his convictions in 
the novel entitled "Alton Locke.” Christian socialism stressed the 
immoral, rather than the uneconomic character of our present industrial 
system; it preached the gospel of the brotherhood of man and the dignity 
of labor. The first great socialist was He who enunciated the funda- 
mental commandment that man should love his neighbor as himself. 
Christian socialism spent itself in humanitarian legislation and in the 
development of higher ideals in industry. It sought to carry the golden 
rule into existing economic society, rather than to establish new 
communities. 

12. Later Schools of Socialism, a. State Socialism . — State socialism 
has been regarded as the practical application of scientific or Marxian 
socialism. It may be dated from the Congress of Eisenach in 1872. 
State socialism has sometimes been termed “socialism of the chair,” 
because of the advocacy of its doctrines bj’’ certain German professors of 
economies. It magnifies the importance of the state as the fundamental 
social institution and favors governmental ownership and operation of 
basic industries. State socialism has expressed itself indirectly in labor 
legislation and social insurance. After an unsuccessful campaign 
against this “specter of Europe,” Bismarck appropriated and applied 
some of these “by-products of socialism.” 

h. Fabian Socialism . — While scientific or Marxian socialism is 
revolutionary, Fabian socialism is evolutionarJ^ The Fabian Society of 
London was organized in 1884 by a small group of English intellectuals, 
including such brilliant writers as H. G. W'’ells, Bernard Shaw, and 
Sidney and Beatrice Webb. The name was derived from the Roman 
general, Fabius Cunctator, or the delayer. The abandonment of his 
waiting policy in the campaign against Hannibal, the Carthaginian 
general, brought disaster to the Roman republic. In a similar manner, 
popular education is regarded by Fabians as a necessary preparation for 
socialism. It would be unfortunate for it to come to jrass before the 
great mass of citizens were ready for it. Hence a keen critic of modern 
industrial society characterized the Fabian socialists as those who pray, 
“Give us Sociahsm, 0 Lord, but not in our time.”^ 

Fabian socialism teaches that .socialism is to come by the gradual 
process of peaceful change, rather than by bloody revolution. Monopo- 
* ‘ Tawnet, R. H., “The Acquisitive Society.” 
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lies are becoming more common and powerful. Governmental regulation 
is becoming more necessary and more effective. It is but a step from 
governmental regulation to governmental operation or the socialization 
of industry. Fabian socialists propose the gradual nationalization of all 
important industries. 

c. Guild Socialism . — Guild socialism has been a more recent but more 
ephemeral cult of socialism. In origin, it was a hybrid of socialistic 
theory and trade-union machinery. It developed in England as a 
reaction against the centralized bureaucracy of state socialism. 

The chief expositor of guild socialism was G. D. H. Cole. His plea 
was for self-government in industry, which, he felt, could not be accom- 
plished under state socialism, which necessitated the autocratic control 
of industry by cabinet ministers or state departments of industry. Thus 
the state socialism of Germany was regarded as stifling the initiative and 
creative efforts of the individual worker. 

Under guild socialism, foremen were to be elected by the workers. 
There were to be shop committees and works councils. A national 
guild congress was to represent the workers of the various industries, 
but it was to include also professional and clerical groups; thus there 
would be guilds of physicians and teachers, as well as guilds of carpenters 
and miners. 

13. S 3 ^dicalism. — Syndicalism is sometimes incorrectly classified as a 
radical type of socialism, because most syndicalists accept the socialistic 
indictment of capitalism and the leading theories of Karl Marx, Syndi- 
calists, however, unlike socialists, despise political action and disdain 
education; they prefer economic action and advocate violence. 

Syndicalism, mentioned previously in Chap. XIV, may be regarded as 
a revolutionary type of labor organization, which favors industrial 
unions in preference to trade unions and direct action instead of peaceful 
negotiation. It seeks the overthrow of capitalism, rather than its 
improvement by shorter hours, higher wages, and better working 
conditions. 

Syndicalism proposes one big union of all workers and repudiates 
the present political state. It ignores the legislative activities of numer- 
ous socialist groups which seek gradual nationalization of industry. 
Syndicalists advocate the general strike and employ the weapon of sabo- 
tage. They accept the Marxian principle of class struggle and eagerly 
await the economic revolution of all workers of the world. Indeed, the 
very elements which Fabian socialists and other revisionists remove 
from Marxism, such as revolution and force, syndicalists revere, in- 
versely, the factors which Fabians emphasize, such as education md 
evolution, syndicalists reject. 
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The new industrial state Of syndicalists is to function through local 
bodies of workers and their national representatives. Industrial repre- 
sentation is provided, not in addition to political representation, but in 
lieu of it. Control is to be in the hands of the workers, who are numeri- 
cally the strongest group. Professional groups may be deprived of 
representation, and the intellectuals will be denied leadership. 

14. Sovietism and Bolshevism. — In the strict sense of the word, 
sovietism is merely industrial representation, instead of political or 
territorial representation. If sovietism were fairly applied, occupational 
groups would be represented in an industrial parliament in proportion 
to their numerical strength. Such, however, was not the case in Russia. 
Certain economic groups, such as brain workers and farmers, were either- 
excluded or unfairly represented. The word “bolshevist” merely means 
“majority.” Nevertheless, it happened in Russia that the bolshevists 
were not the majority, but rather a very active minority which succeeded 
in gaining control. 

The leader of the Russian Revolution, Nikolai Lenin, outlined four 
different stages in its progress: (1) capitalism, (2) dictatorship of the 
proletariat by revolution, (3) socialism, and (4) communism. Thus 
socialism was regarded as a preliminary step toward ultimate communism. 

With the progress of the Russian Revolution, the large estates of the 
former landed aristocracy were divided among the peasants. The com- 
plete nationalization of land, however, was found to be impractical. 
But most basic industries were taken over by the state and managed by 
the Supreme Economic Council, with its various production departments. 
There was a Commissariat of Labor which directed the labor supply and 
which was empowered to conscript workers. The unemployed received 
the wages of unskilled labor, and a system of public labor exchanges was 
organized. The state fixed the prices of goods produced and arranged 
a graduated scale of wages depending on skill and technical knowledge. 

Because of the embargo of foreign nations, Russia long found it • 
difficult to obtain capital and other necessaries for the industry and 
welfare of that nation. Food for the large population of the cities was 
requisitioned of the agricultural workers, who were paid in worthless 
Russian cuirency. Great suffering resulted from the breakdown of 
existing systems of exchange and transportation. The chaotic condition 
of Russian industry finally resulted in numerous concessions to capitalism 
and a partial return of private enterprise. 

These difficulties of Russia in a period of transition were often cited to 
show the impossibility or undesirability of socialism. Later progress 
in that country led to equally extravagant claims concerning the success 
of thkt same movement. The Russian experiment neither proves nor 
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disproves the success of socialism. A revolutionary period is hardly a 
fair test of any movement. Social, educational, religious, and political 
changes were going on simultaneously with economic changes. It is 
doubtful how well a capitalistic government would have succeeded under 
the burden placed upon it. Demagogues competed with statesmen for 
control, and immediate expediency triumphed over ultimate aims. 

The open hostility of foreign nations colored the character of the 
Russian Revolution, just as a century before a similar threat of foreign 
invasion had changed the character of the French Revolution. But in 
spite of foreign opposition and domestic disorder, the “temporary 
experiment” became a permanent condition under the dictatorship of 
Stalin. The Russian Government finally succeeded in. bringing order 
out of chaos at home and in securing recognition from most foreign 
governments, finally including that of the United States. The recent 
involvement of Russia in the Second World War is another trial by fire 
and a further test of its economic system. 

16. Progress of Socialism. — A sketch of the development of socialism 
is complicated because of the existence of many different types and move- 
ments. The strength of socialism has been dissipated by the secession of 
still more radical elements, such as the communists and the syndicalists. 
The First World War and the Russian Revolution divided socialists still 
further. The later development of Communists, on the one hand, and 
Fascists or Nazis, on the other hand, weakened socialist parties, just as it 
menaced democratic states. 

Indirect accomplishments of socialism are perhaps of more importance 
than its direct achievements. Thus socialism has often expressed itself 
as the voice of social unrest against existing economic ills. It has also 
been the spearhead of aggressive programs in favor of social insurance, 
progressive income and inheritance taxes, and public ownership of utili- 
ties. Any appraisal of the strength of socialism must include not only 
its allied movements, such as the BritishLabour Party, but also its indirect 
influences on social reform. 

At the present time, however, socialism is not merely the economic 
philosophy of a small group of visionary idealists, but the practical 
political conviction of a large number of statesmen and voters. Before 
the outbreak of the Second World War, there were several socialist 
parties in every important nation. Socialists of some type were in con- 
trol of the governments of many European countries. 

16. International Aspects. — Socialism has been an international, 
rather than a national, movement. Hence it calls upon the workers 
of all nations to stop capitalistic warfare and to unite in a new war 
against capitalism itself. The first such international appeal was In the 
Communist Manifesto, issued in 1848. 
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The International Workingmen's Association was formed in 1864; 
it developed into what was known as the First International. It was 
interrupted by the Franco-Prussian War and disrupted by the schism 
between the Marxian socialists and the communist anarchists under the 
leadership of the Russian radical, Bakunin. 

The Second International was inaugurated in Paris in 1889 as a 
direct movement against militarism. The triumph of nationalism during 
the First World War meant the temporary breakdown of this Second 
International, which was not revived until after the cessation of hostilities. 

The Third, or Communist, International was organized in Moscow, 
in 1919, as a direct reaction against political and evolutionary socialism. 
A product of Russian Bolshevism, it seeks to spread to other lands the 
system of soviets or workingmen’s associations. Conservative socialists 
have refused to affiliate themselves with the Third International but have 
clung to the Second International. 

The growing threat of Fascism and Nazism gradually brought 
socialists and communists together into the United Front. It finally 
aligned the communist dictatorship of Russia with the capitalistic democ- 
racies of Great Britain and the United States in the Second World War. 

17. Criticism of Socialism. — Students of economic problems may 
agree with the socialists’ indictment of capitalism without accepting 
socialism as the best way out of the situation. Moreover, they may 
accept the ideals of socialism without believing that socialism would 
successfully bring them to pass. One must admit the economic and 
human wastes of the present industrial system. One must admire the 
attempt to substitute social service for the profits motive. It is neces- 
sary, however, to raise constantly the practical question as to whether 
such a scheme would work. 

Although socialism may gradually improve human nature, we live in 
an acquisitive society. Self-interest is an innate force, and the profits 
motive is a powerful incentive. It is possible and desirable, however, 
that our inherent or acquired desire to win social recognition can be 
expressed in some other way than in the mere accumulation of wealth. 
It is doubtful, however, if individuals will exert themselves so strenuously 
for the good of society as for their own individual welfare and that of 
their immediate group. 

Socialists reply that they do not propose to eliminate the material 
rewards of industry, but merely to reduce them. Moreover, social 
prestige through economic advancement is as great an incentive as mate^ 
rial rewards. Although there might be little difference in wages, many 
individuals would prefer to be executives, rather than common laborers. 
Hence* they would exert themselves to greater efforts because of this 
^esire for leadership. 
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Not only is the economic motive toward production under socialism 
rather weak, but also there are obvious administrative objections. As 
just indicated, the adjustment of wages and prices would be a delicate 
task in the absence of competition. Moreover, the determination of the 
course of production would be equally difficult. It would involve a 
greater standardisation of hmnan wants than exists at present. Although 
distasteful to those individuals who glory in a variety of economic goods, 
greater standardisation would produce an enormous economy of material 
and effort. Again, it need not be pushed to the extreme of drab uni- 
formity. Moreover, it is quite likely that collective consumption would 
be increased at the expense of individual consumption. Public art 
’ galleries would supplant private collections, and public parks would 
replace private estates. 

If production were no longer in the hands of indi\adual enterprisers, 
who seek to make profits by anticipating the wants of consumers and by 
meeting them satisfactorily, who wovild be empowered to direct industri*^ 
and to shape the course of economic production? These pow’ers and 
duties would probably be those of governmental officers and bureaus. 
Would not the politician dominate the technical expert and determine 
vital policies? Has our trial of governmental operation of the railroads 
and other utilities been sufficiently satisfactory to w'aixant an extension 
of this principle? 

The elimination of capitalism would remove also its function of 
selecting leadere. Who would be directors, who, clerks, and who, ditch- 
diggers? It is doubtful if psychological tests, guidance programs, 
vocational training, and educational measurements have progressed 
sufficiently far to develop and to select able leaders in the absence of 
economic competition. 

On the other hand, it is contended that socialism would not eliminate 
competition but that it w'ould merely change its character. It would 
substitute political competition, a less desirable ts'pe, for economic 
competition, a more desirable type. Proof of the superiority of economic 
competition over political competition is found in the assumption that 
the average individual conaders more carefully how he spends his money 
than he does how he casts his vote. It is further contended that capital- 
ism is more democratic as well as more efficient. Prejudice does not 
influence one’s spending as much as one’s voting. The so-called “politi- 
cal competition’’ of socialism, therefore, would be less democratic, as 
well as less efficient, than the present economic competition of capitalism. 
Socialism would substitute the successful politician for the successful 
businessman as the controller of our economic destinies.^ 


> Cabveb, T. N., "Essays in Social Justice.” 
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Admitting the ideals of "equality of opportunity and acquisition 
according to productivity, how would these concepts be defined and 
measured? The absence of market value would make as difficult the 
scaling of revrards as the absence of competition would make dangerous 
the selection of leaders. How would productivity be determined, and 
how would human costs be ascertained? A rough approximation, 
however, might be better than our present system, in which hours are 
longest and wages lowest in the most tiresome and disagreeable tasks. 
Socialism might provide shorter hours in the more fatiguing tasks; it 
might give higher rewards for those jobs which are least desired but most 
necessary. 

Finally, it is contended that socialism would prevent the payment of • 
interest on capital, because of the elimination of property incomes. As 
capital is the result of saving, and as saving involves abstinence, the 
abolition of interest as a form of property income might decrease savings 
and prevent the further accumulation of capital. The socialist replies 
that capital, like land, would be publicly owned; saving would be done 
collectively, rather than individually. The state would produce capital 
goods as well as consumption goods; it would systematically set aside a 
replacement fund for industry. 

Summary. — ^Although there are many different kinds of socialism, 
their common characteristic is the collective ownership and operation of 
the instruments of production instead of reliance on individual enterprise 
and competition. Considerable change in the institution of private 
property is involved, for the inheritance of large estates and the existence 
of property incomes would be prevented. Socialism is not communism, 
although certain thinkers have regarded the former as a step toward the 
latter. Socialism is not anarchism, for the former magnifies the state • 
and the latter seeks to eliminate it. 

The most complete statement of the theories of socialism is to be 
found in “Das Kapital,” by Karl Marx. He developed the materialistic 
interpretation of history, belief in the concentration of industry and the 
elimination of the middle class, theory of overproduction as the cause of 
industrial crises, doctrine of class struggle and exploitation of the prole- 
tariat, and the labor theory of value. Marxian socialism is known 
also as scientific socialism. It is deterministic, for it regards the 
revolution of the workers and the ultimate triumph of communism as 
inevitable. 

Fabian socialism is evolutionary, rather than revolutionary. State 
socialism seeks governmental operation of industry and proposes the 
nationalization, rather than the regulation, of basic industries. Guild 
socialism is a reaction against the bureaucracy of state socialism. It 
proposes self-government in industry. It is an idealization of trade 



500 


SOCIAL ASPECTS OF INDUSTRY 


uniomsm and seeks the development of works councils and national 
guild congresses of the workers. 

Syndicalism is more economic than political; it proposes direct action 
of the workers, rather than legislative progress toward the nationalization 
of industries. 

Socialists criticize the present economic system on numerous grounds. 
They contend that competition is wasteful. Large-scale production is 
more efficient than small-scale production; it results in many savings in 
producing and distributing goods. There seems to be a natural trend in 
industry toward the final step of monopoly. Therefore, socialists pro- 
pose the substitution of collective monopolies for private monopolies. 
The profits motive is selfish and results in numerous economic maladjust- 
ments under our present system of individual enterprise. There are 
human wastes, as well as material wastes, which would be eliminated if 
production were carried on in the interests of social welfare instead of 
private profits. Moreover, glaring inequalities in income would be 
eliminated and a greater equality of opportunity would be fostered. 

It must be admitted that the socialists’ indictment of the present 
economic system is sound. It does not follow, however, that socialism 
would remedy those faults which it so keenly discloses. Nor does it 
follow that we should scrap the present economic system and build anew, 
rather than strive merely to eliminate existing maladjustments. The 
institution of private property has been an important factor in economic 
progress, and the sordid profits motive has stimulated individual enter- 
prise to greater economic production. Whether the social-service motive 
would be as effective is doubtful. Again, the new socialist state would 
be confronted by many administrative problems, such as the wise selection 
of leaders, the determination of wages and prices, and the direction of 
the productive forces of industrial society. For these and other reasons, 
many individuals who accept the ideals of socialism reject the proposals 
of socialism as a practical solution of our economic problems; they are 
socialistic, but not socialists. Indeed, many of the greatest results of 
socialism have been indirect, instead of direct changes, and specific 
economic reforms, rather than general social reorganization. 

Questions for Discussion 

1. a. What do you understand by the term "socialism”? 

b. What are its essential features? 

2. Differentiate between: 

a. Socialism and anarchism; 

b. Socialism and communism; 

e. Socialism and syndicalism. 

3. a. Outline the chief tenets of Karl Marx. 

6. Explain each briefly. 

c. Criticize each in turn. 
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4. a. On what grounds do socialists indict modern capitalism? 
b. Evaluate each of these critidsms. 

5. a. If one accepts the socialists’ indictment of capitalism, must he therefore 
accept the proposals of socialism? Why, or why not? 

6. In what ways might one be socialistic without becoming a socialist? 
Illustrate. 

6. Contrast evolutionary with revolutionar}' socialism. Illustrate. 

7. Outline some leading schools of socialism. Show their similarities and 
dissimilarities. 

8. o. Why and how is socialism an international movement? 

6. Explain the origins of the three internationals. 

9. What administrative difficulties do you see in the way of socialism? How, if at 
all, can they be solved? 

10. Do you believe that the profits motive can or should be eliminated as an. 
economic incentive? Give reasons. 

11. Can competition be eliminated? Should it be regulated? How? 

12. Distinguish between regulation of industry and operation of industry as 
governmental functions. Illustrate. Evaluate. 

Topics for Investigation 

1. Utopian socialism. 

2. Scientific socialism. 

3. Development of socialism in Germany before the First World War. 

4. Socialism and Nazism in Germany after that war. 

5. Socialism, nationalism, and internationalism. 

6. Syndicalism and socialism in France. 

7. Socialism and Fascism in Italy. 

8. Sociahsm and the British Labour Party. 

9. Concessions to capitalism in Russia. 

10. Socialism in the United States. 
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CHAPTER XXII 

INDUSTREAL AND SOCIAL PROGRESS 

ELIMINATION OF MALADJUSTMENTS 

1. Economic Utopias and Social Unrest. — One of the earliest and most 
famous of all Utopian schemes was Plato’s “Republic,” in which hp 
pictured an ideal city-state; it was communistic, cooperative, and based 
on an inherent division of labor. Toward the close of the Middle Ages, 
William Langland wrote “Vision of Piers Plowman,” an idealization of 
the England of his day, in which current wrongs were righted. One of 
the greate.st of aU Utopias, and the one which has given its name to all 
similar plans, was the “Utopia” of Sir Thomas More. Appearing in 
1516, it indirectly attacked many evils of Tudor England. In More’s 
“Utopia” were no dynastic wars, no leisure class, and no unemployment. 
The city beautiful contained public schools for children, free hospitals 
for the sick and injured, and reformatories for criminals. A little later, 
Francis Bacon published the “New Atlantis,” of which his temple of 
science was a distinguishing feature. In it were statues of scientists, 
inventors, and discoverers, instead of kings and warriors. Among the 
more modern Utopias were Bellamy’s “Looking Backward” and William 
Morris’s “News from Nowhere.” 

Each age has dreamed its own Utopia but has failed to rpalize it. , 
Nevertheless, many ideals of an earlier period become normal conditions 
of a later period. A chronological survey of Utopias will show both an 
elevation of ideals and a progression toward former ideals. This con- 
tinuous rise in standards is as significant as progress toward former 
standards. Discouragement may be due to the fact that social ideals are 
advancing as rapidly as social development toward these ideals. Hence 
progress can be made without its appreciation and despite a sense of 
frustration. 

Social unrest, expressed in the formulation of new ideals into fantastic 
Utopias, is a sign of progress, rather than an indication of the decadence of 
the times. Stagnation is the fate of those lands whose old men no longer 
dream dreams and whose young men are unable to see visions. A progres- 
sive society is a critical society and one characterized by advancing 
ideals of social justice. Social unrest will always exist in a progressive 
society, but an unprogressive society will suffer from maladjustments of 
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which it is not conscious. Self-satisfactiDn is as characteristic of a 
static society as of a hopeless individual. 

No society will ever reach its Utopia; nor will any earthly Utopia 
endure in a permanent and unchanging fashion. Utopias merely reflect 
the civilizations which give them birth. On the inside of his shield, 
the author traces the maladjustments of his own day, which he then 
hammers into beautiful pictures of the ideal Utopia, which appear on 
the outside surface. 

2. Economic Panaceas and Social Progress. — An economic panacea is 
something, so it is alleged, which will quickly and painlessly cure all the 
ills of industrial society. Such a concept is as unscientific as the fountain 
®f youth or the philosopher’s stone, which would turn base metals into 
pure gold. A panacea for all maladjustments of economic society is as 
imaginary as an economic Utopia. It is as dangerous as the quack doc- 
tor’s nostrums and cure-alls, which divert sick individuals from competent 
physicians making careful diagnoses and prescribing specific treatments 
for particular ailments. 

Socialism may present certain desirable ideals and single tax may give 
us some useful suggestions, but neither socialism nor single tax will bring 
us to an economic millennium. To advocate any scheme of social reform 
as a general panacea for all economic evils and as a perfect plan which will 
endure indefinitely in its original, inspired form is not only unscientific, 
but it is also unfair to that particular economic creed. Progress is made 
by the slow elimination of economic maladjustments by specific reforms, 
rather than by the sudden regeneration of society through some revo- 
lutionary gospel. 

3. Economic Maladjustments and Social Readjustment. — The proc- 
' ess of adjustment may be seen in the forces of nature. Over centuries, 

the earth’s crust was raised and a mountain barrier formed across the 
course of a river. Slowly but steadily, however, the stream cut a new and 
lower bed for its passage to the sea. Witness the natural geological 
adjustment in the physical environment at the Delaware Water Gap or 
at Niagara Falls. 

Economic maladjustments, like rocks in a river bed, are obstacles in 
the path of society, boulders through which the stream of progress must 
cut its way. They result from the failure of society to bring itself into 
harmony promptly and properly to new social forces or to better economic 
techniques. 

Economic maladjustments are explicable in static societies, where 
the hard rocks of tradition resist the erosion of social change. It is not 
difficult to understand why, in spite of rich natural resources, the specter 
of poverty stalks through the land and the death rate rises to enormous 
proportions. The folkways of ancient China, for illustration, balked for 
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a long time her social and ecoliomic development. In the llmted States, 
however, there is less reason for the persistence of maladjustments. 
America is a new country, alive with modern ideas and less hampered 
by the binding ties of inertia and tradition. It is rather startling, there- 
fore, to find, in a land of popular education and democratic ideals, a 
society that fails to adjust its social organization into conformity with its 
economic progress. 

4. Active and Passive Adaptation. — ^Adjustment may be either active 
or passive, conscious or unconscious. Geological adjustment, as just 
illustrated by the river cutting a new stream bed, is passive and uncon- 
scious. Again, biological evolution among the lower forms of life is 
largely passive and unconscious. The force of natural selection preserves 
favorable variations and eliminates those which are unfavorable. In this 
way, evolution makes for the survival of the fittest. 

Human adaptation is conscious; social adjustment is active and pur- 
posive. Inherent intelligence and acquired knowledge make it possible 
for human beings better to adapt themselves to their environment and 
thus to avoid extinction. Moreover, man is able, within limits, to change 
his environment into conformity with his own needs. Rational changes 
in our economic organization make it gratify more satisfactorily and 
more completely our expanding economic wants. 

Active adaptation involves improved human relationships within a 
group and among groups, as well as improved material relationships to 
the physical environment. Hence social objectives and economic ideals 
go beyond mere survival and more wealth, essential though, these are for 
both individuals and groups. 

6. Economic Changes and Social Ideals. — The constant elimination 
of maladjustments is the aim and the test of a progressive •society. # 
There never will be a time, however, when no maladjustments will exist. 
Society is dynamic and the continuity of change means that the process 
of adjustment must be continuous. The elimination of a serious malad- 
justment merely permits attention to be focused on a less serious or a new 
maladjustment. 

Social objectives also change from time to time. Even at any given 
time there may not be complete agreement concerning them. Ideals 
are subjective, not objective, and dynamic, not static. Our ideals may 
be advancing at the same time that society is progressing toward these 
ideals. This fact often obscures the existence of progress, just as a 
change in group objective alters the direction of social efforts. 

6. Evolution and Progress. — Progress, unlike evolution, implies 
conscious effort and a purposive process. Although evolution results in 
the fcreation of superior species, the process is passive rather than active 
adaptation. It is only after intelligence has evolved, and human reason 
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has become a factor in further developmeht, that the term “progress” 
should be used. The concept “evolution” originated in biology, but the 
term “progress” is essentially one of social science. 

The method of evolution is that of natural selection. Nature is 
very prodigal, especially with the lower forms of life. There is a bitter 
struggle for existence and only the fittest survive. No two individuals 
of a given species are exactly alike, and the force of natural selection 
determipes the survival of that variation which is best suited to its 
particular environment. The unfit or ill-adapted perish, and the factor 
of heredity tends to preserve favorable traits which have survival 
value. 

• Progress is made by artificial, rather than natural, selection. Human 
intelligence changes the situation completely by substituting active for 
passive adaptation. Man is greatly influenced by his environment, but 
he is able to change it to a considerable degree. For illustration, the 
glacial epoch developed new species of plants and animals by the process 
of natural selection. Man, however, was an adaptable animal. He built 
caves, invented clothing, and discovered fire. He changed his immediate 
environment and survived. Evolution is the story of passive adaptation 
or extinction. Progress is the record of active adaptation to avoid 
extinction. 

It was once thought that the white man could not live in the tropics, 
but modem developments in sanitation, such as those carried out in the 
Papama Canal Zone, have conquered these formerly impenetrable areas 
by new weapons of science. The tropics have been made safe for the 
civilizations of temperate nations. Irrigation projects and mountain tun- 
nels are additional illustrations of active adaption, by which man has 
V altered nature’s climate and physiography to his own advantage. By 
man’s conquest of nature we do not mean that he has succeeded in 
changing natural laws, like Ajax defying the lightning, but rather that 
he has come to understand the forces of nature and is now able to use 
them constructively for his own purposes, instead of letting them spend 
themselves in destruction or without economic advantage to society. 

Finally, progress involves ethical ideals and subjective concepts of 
social welfare, although these have differed sharply from group to group 
and changed greatly from time to time. Evolution, however, is unmoral; 
it has no ethical concepts. Superiority means merely fitness to survive 
under a given set of conditions. 

"7. Various Interpretations of Progress. — Some cynics deny the 
existence of progress. They assert that the so-called “progress of the 
arts” has resulted merely in more disastrous wars. Witness the terrible 
destruction of life and wealth during the First and Second World Wars 
among so-called “progressive” and “civilized” nations. 
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Has the industrial revolution done more than merely increase the 
wealth of the world? Has it expanded human happiness or raised social 
ideals. In such vein, John Ruskin questioned the crass materialism of 
modern industrialism and criticized the lack of vision of contemporary 
economists. He sought to breathe into political economy the spiritual 
aromas of beauty and service. Not more goods but better goods, not 
mere wealth but nobler men, were his ideals of industry. Social, rather 
than economic, values were stressed in his gospel of wealth. Judged by 
such standards, the period introduced by the industrial revolution was one 
of retrogression, instead of one of progress. 

Many critics neither affirm nor deny progress. They contend that its 
existence is impossible to determine, because of the absence of objective 
tests or commonly accepted and sufficiently permanent standards. 
Change is obvious, but progress is uncertain. 

Concepts of welfare are subjective, ephemeral, and relative. The 
Greeks of Periclean Athens might have interpreted social welfare as 
aesthetic culture, the Roman statesmen as expansion of the pax Romana, 
and the medieval ascetic as spiritual devotion. Complete agreement as 
to what constitutes social welfare is as impossible as universal accord on 
the nature and sources of individual happiness. 

Although common agreement on the criteria of progress is impossible, 
two concepts emerge out of such a discussion, viz., the social ideal of 
group survival and the economic ideal of increased prosperity. Professor 
Carver’s definition^ of a scientific morality is that code of conduct which 
makes for group longevity. Social survival is surely essential to progress, 
but it is not proof of progress. Like the oyster in its shell, the static 
culture of the ancient Chinese endured for centuries with slight change. 
Again, increased prosperity is part of economic progress, but it is not the * 
whole concept. Although we may restrict our discussion to economic 
progress, we react from accepting increased material prosperity as our 
sole test even of economic progress. 

8. Methods of Progress. — There are as many interpretations of the 
methods of progress as there are of its nature. One group of thinkers 
may be termed evolutionists. They look at social progress from the 
standpoint of natural selection and social adaptation. To them, progress 
is an unconscious and undirected process in which the survival of the 
fittest is the determining factor. These evolutionists omit all moral 
implications from their mechanistic interpretation. 

Progress is admitted by other thinkers, but it is viewed merely as the 
result of a favorable geographical environment, endowed with a tem- 
perate climate, sufficient rainfall, and abundant natural resources. 

(1 

* Carveb, T. N., “Essays in Social Justice,” chap. 1. 



608 


SOCIAL ASPECTS OF INDUSTRY 


€ 


These geographical determinists give us ah economic interpretation of 
history. 

Still other interpreters of progress stress heredity, rather than environ- 
ment, as the dominant factor. Certain races, representing superior 
biological stocks, have made unusual contributions to civilization; they 
have made possible the general, but uneven, progress of the world through 
their military or peaceful conquests of backward races. Modern anthro- 
pologists, however, challenge this tradition of racial superiority and 
inferiority, although obvious physical differences exist among various 
peoples. 

Within a group, individual differences also are discernible. Indi- 
viduals possessed of superior physical and mental qualities, which are 
inherent rather than acquired, are enabled to transmit them. The con- 
scious improvement of the biologic stock of succeeding generations affords 
some basis for future social progress. Such prophets of progress are 
known as eugenists. They stress not only the importance of the biological 
factor, but also the possibility of its social control by the process of 
artiffcial selection. 

Finally, other writers have interpreted progress in terms of dominarU 
men. Thus Emerson in “Representative Man" went so far as to assert 
that an institution is but the lengthened shadow of a single individual. 
In his “Heroes and Hero Worship” Carlyle also expounded the “great- 
man theory” of history and progress. Although this position may be 
carried too far, it cannot be denied that social progress requires effective 
leadership. Although every individual is influenced by his environment, 
he has some power to modify it and to rise above it. 

9. Factors in Progress. — Heredity and environment are the dual 
' bases of all social explanations. They are the two axes on which every 

social problem is plotted. They are as omnipresent in sociology as are 
the forces of supply and demand in economics. Hence our concluding 
chapter on social and industrial progress brings us back to these funda- 
mental factors. 

Both heredity and environment may be physical or social. Our 
physical heredity is biologic and inherent, but our social heredity is 
institutional and acquired. Our physical environment is geographic, but 
our social environment is institutional. 

10. Inherent and Acquired Traits. — ^Although heredity is the biologi- 
cal factor which is responsible for the persistence of racial traits and 
family characteristics, all individuals, even at birth, show variations. 
Acquired characteristics are those achieved in the lifetime of the indi- 
vidual. Since they are not inherent in the germ cell, they are not 
transmissible. It is this biological fact which offers hope to those gtoups 
in society which are victims of unfortunate environments. It prevents 
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society from retrograding and keeps the “submerged tenth” of the slums 
from giving birth to progressively worse offspring. 

It is ob^dous that the son of a man who lost an arm in an explosion 
will be born with two arms and that the son of a Greek professor will be 
forced to acquire his knowledge of the classics by the same laborious 
study as that followed by his father. Weak eyes may be inherited, as 
well as a tendency toward literary pursuits, but the latter is more often 
the result of the social environment of the child than of its physical 
heredity. Tuberculosis is a bacillus disease which is not hereditary, as 
are weak lungs which make for a susceptibility to tuberculosis. Insanity 
also is acquired, although a neurotic tendency may be inherited. Feeble- 
mindedness, on the contrary, is an inherent trait, which will be passed 
on from generation to generation, as long as feeble-minded individuals 
are permitted to propagate. 

11. Eugenics in Economic Progress. — Can we consciously and 
constantly improve the biological stock of the group in a manner similar 
to that in which we are seeking to improve its physical and social environ- 
ment? The answer of modern science is in the affirmative. For genera- 
tions man has been breeding horses, dogs, and cattle, and thus constantly 
improving their stock. It is only recently, however, that he has thought 
of himseK as a great biological experiment. 

Under the leadership of such original thinkers as Sir Francis Galton, 
the science of eugenics has come into being. The word “eugenics” 
is derived from the Greek; it means well bom. 

The eugenic factor in economic progress cannot be denied, although 
economists generally leave its analysis to sociologists. A progressive 
society will constantly seek to improve its biological heredity by elimina- 
tion of degenerate strains therein. The heights to which any group, 
can climb are conditioned by the caliber of the men and women in that 
group. If we can give the children of tomorrow a good physical heredity, 
it will be their greatest asset in industrial progress. There now seems 
to be dawning a newer and higher concept of family life, which places 
the biologic welfare of children even before the mutual happiness of 
husband and wife. 

12. Positive and Negative Eugenics. — The science of eugenics has 
come into some disrepute because of the extreme measures which its 
most ardent enthusiasts advocated. These radical and often ill-con- 
sidered suggestions, however, should not discredit the entire movement. 
It must be remembered that there are both positive and negative eugeilics. 
It is idle to dream of a scientific breeding of supermen. Human beings 
cannot be bred like horses and cattle for some specific characteristics. 
Indmdual men and women will continue to fall in love and to marry 
accordingly. It is even questionable how far eugenic restrictions should 
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be placed around the marriage of the great' majority of our population. 
For normal people, eugenic reform can be carried on better by a campaign 
of education than by arbitrary legal restrictions. 

For subnormal groups, however, more severe measures are necessary, 
if degenerate stocks are ever going to be eliminated from human society. 
Social debtor groups, including defectives, delinquents, and dependents, 
impede economic progress. In the interest of future society it is impera- 
tive that reproduction of those with serious hereditary defects should be 
prevented. Although other measures have been suggested, it is probably 
wisest to incarcerate degenerates, feeble-minded, and similar groups in 
specialized institutions where they will have permanent custodial care. 
By a gradual weeding out of these degenerate biological strains in society, 
social progress will be greatly accelerated. The economic costs of 
institutional care for those having serious antisocial hereditary traits 
will fall upon the present generation, but it will pay enormous dividends 
to posterity. In the long run, it will be economical, as well as socially 
desirable. 

13. Education in Economic Progress. — In addition to an improvement 
in the physical heredity and the social environment of the group, there 
is a third method of progress, which may be termed the “educational.” 

From an individual point of view, a liberal education includes the 
right to the fullest possible development of one’s inherent ability. The 
ideal education is that which permits each individual to develop along 
the lines of his peculiar abilities and to the limits of his native capacity. 
From a social point of view, education includes the transmission of 
acquired knowledge from one generation to another with further and 
continuous discovery, invention, and improvement. 

« Intelligence is inherent, but knowledge is acquired. As acquired 
knowledge is not hereditary, it is imperative that the intellectual accumu- 
lations of past ages be passed on to future generations. Civilization 
is a cumulative process and includes the conserving of past knowledge, 
as well as the discovery of new information and better methods. This 
process should go on with accelerated speed, for the discovery of addi- 
tional knowledge makes easier the process of further discovery. The 
acquisition of knowledge during prehistoric times was a slow process, 
but modern scientific investigation has succeeded the former haphazard 
method of trial and error. 

Education involves more than an improved technology. Although 
civilization rests on a material basis, social welfare consists of other 
things than mere physical well-being. Man does not live by bread 
alone, and economic progress must be accompanied by commensurate 
cultural advances. The finest flowers of past civilizations were tfieir 
art, literature, and spiritual ideals. 
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Education involves the wider dissemination of existing knowledge, 
as well as the discovery of new truth. Economic progress depends 
upon both methods. 

14. Democratization of Education. — Lester F. Ward, the pioneer 
American sociologist, pleaded for the democratization of knowledge, 
for he believed human ability to be widespread. Genius is rare, but it 
crops out in humble and unexpected places. It is not necessarily the 
product of Norman blood. Indeed, recent investigation has shown that 
some so-called “blue blood” does not represent the best biological 
heredity. The importance of heredity is not discounted, but the assump- 
tion of biological superiority by privileged races and classes is denied. 
The absence of democratic school systems in earlier centuries was respouj 
sible for many a “mute, inglorious Milton” or a “Cromwell guiltless of 
his country’s blood.” Educational equality of opportunity did not 
then exist. 

The schools of tomorrow must educate leaders, as well as efficient 
workers and loyal citizens. The future progress of the labor movement 
is conditioned by intelligent and unselfish leadership. Knowledge and 
service must go hand in hand if the ideals of economic progress and social 
welfare are to become living realities. 

16. Control over the Physical Environment. — Man’s first adaptations 
to the physical environment were more accidental than conscious, 
although a useful device was imitated and remembered. As compared 
with the achievements of lower animals, such as nest building of birds, 
human adaptations are less instinctive and more rational. Finding 
that a tree which had fallen across a stream provided an excellent method 
of crossing, primitive man imitated in other places and thus invented 
his first bridge. ® , 

The great inventions of today rest upon the more or less accidental 
discoveries of prehistoric ages. The modem steam engine would have 
been impossible without the fortunate discovery of fire some time in the 
long-forgotten past and its conscious and continuous utilization through- 
out the centuries of recorded history. The twentieth-century sky- 
scraper is but the latest stage in the evolution of housing, which began 
centuries ago when a half-naked savage built a rude shelter for protection 
against cold, rain, and wild animals. 

Modern technology is the latest chapter in the growth of acquired 
knowledge. It may be defined as the application of the scientific method 
to the problems of economic production. Modem technology,* as 
expressed in the inventions of the industrial revolution, was the abundant 
fmit of the seeds of natural science which had germinated during the 
■Renaissance. Man’s control over the forces of nature increased enor- 
mously and active adaptation was no longer haphazard. Time and 



512 


SOCIAL ASPECTS OF INDUSTRY 


c 


space were conquered by such inventions 'as the railroad and the tele- 
graph. The new power machinery produced in a few minutes what 
thousands of craftsmen had formerly taken months to do. 

Truly, the industrial revolution has created a new world, the wonders 
of which could not have been imagined by the fathers of the American 
Republic. When Benjamin Franklin flew his famous kite, he little 
dreamed of the wonderful possibilities of electricity. Today, the electric 
motor is displacing the steam engine as the chief source of power. One 
is dazzled when he attempts to project into the future the past accom- 
plishments of applied science. If physical adaptation or control over 
the forces of nature be the test of economic progress, there is abundant 
proof both of the fact of economic progress and of its accelerated 
rate. 

16. Control of Social Organization. — Active adaptation can be 
witnessed in man’s relation not only to his physical environment, but 
also to his social environment. The ability to live harmoniously with 
one’s fellows is as important as the ability to control the physical environ- 
ment. The development of a better social organization is as vital as 
the process of mechanical inventions and discoveries. Social progress 
can be traced in the raising of our ideals and in the improving of our 
attitudes, just as economic progre^ can be seen in our technological 
advances. The latter results in improved production and increased 
prosperity, the former in more cooperation and better social control. 

Social adjustment, however, is often slower than economic adaptation. 
Obsolete machinery is scrapped and antiquated methods of production 
disappear before improved processes, whereas obsolete institutions and 
antiquated attitudes of mind continue to be cherished and fostered, 
j Old ideStS may be sound, but they should not be regarded as valid merely 
because of their antiquity. Physical adaptation has apparently been 
easier than mental adaptation, as greater advance has been made toward 
the control of the physical environment than of the social environment. 

' 17. Institutionalization and Social Rigidity. — ^The atmosphere of 
custom into which every child is bom influences him as much as does 
his physical environment. Tradition envelops all of us like a cloud, 
unconsciously determining almost everything that we do, from the 
language we speak to the dress we wear. Individuality is limited and 
represents but a small variation from the customs of the group. We 
take almost ever 3 rthing as we find it, accepting group traditions from 
baseball to democracy. As the child learns his mother tongue, so he 
imbibes the customs and moral ideas of his group, regarding them, finally, 
as his own. 

Each group has its own collection of social and moral ideas whieh it 
believes to be the best and the truest. Independence of thought is both 
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relative and rare. Tolerante or sympathy with those of different ideas 
and ideals has developed only recently and partially. Today, intellectual 
liberty is still localized within a relatively few democratic countries. 
Even there, economic reform faces the resistances of group prejudice 
and social inertia. 

18. Breaking the Cake of Custom. — ^Although the “cake of custom” 
is hard to break, it may be shattered either by forces within or by forces 
without, i.e., by internal revolution or by foreign conquest. Ip. the past, 
the method of conquest has been the more common. 

Internal revolutions are sudden and sweeping changes in habits of 
thought and social attitudes. It is diiSScult, however, to make funda- 
mental changes in social institutions. Thus, Peter the Great found 
trouble in westernizing Russia, and the French Revolution resulted in 
frightful carnage. In more recent times, the Russian Revolution met 
with active opposition and passive resistance, as it blew to bits the 
crystallized ideas, cherished traditions, and vested interests of past 
centuries. Similarly, modem China is a populous nation attempting 
to adjust itself to new economic conditions; ancient custom is wrestling 
with modern science for control. 

By the bloody path of war and revolution, history has progressed, 
and modern man has become heir to the culture of other ages and civiliza- 
tions. Such knowledge should rid him of narrow provincialism and free 
Tiim from the bonds of superstition and ignorant worship of tradition. 

19. Social Control of Industry. — Social control is the influence of 

group mind over the thoughts and actions of individuals within society. 
It should be more conscious than imitation, more purposive than tradi- 
tion, and more rational than institutionalism. The nature, types, and 
agencies of social control were outlined in Chap. I. " o 

The aim of social control is the development of public opinion which 
is capable of preserving order and yet maintaining liberty. It seeks 
to build up a social mind which is rigid enough to withstand the alluring 
suggestions of the demagogue and yet plastic enough to resist complete 
institutionalization. 

Rational social control can be developed only through a constructive 
program of education, which creates a critical attitude of mind, but 
also a conservative feeling of social responsibility. An intelligent 
public opinion, which soberly discusses civic problems of the day, is the 
sole hope of democracy. ^ 

A deliberative assembly represents the most advanced form of social 
mind, just as the mob constitutes the very lowest form of association. 
A society free but incapable of self-control brought about the excesses 
of the Reign of Terror. On the other hand, a society kept in order 
by the iron hand of autocracy has its Bastille or its Siberia. 
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20. Lag of Social Adaptation behind ' Economic Changes. — The 
problem before civilization today is whether we can make a social adapta- 
tion which will be commensurate with our recent economic progress. 
If effective social control is not soon developed, modem industrial 
civilization will be similar to a high-powered automobile racing rapidly 
through the streets, but with no driver sitting at the wheel to direct 
its course. The world-wide specialization which the machine process 
involves .necessitates increased cooperation and the highest possible 
social morality. The meat packer, the milkman, and the locomotive 
engineer hold in their hands the lives of thousands of other individuals. 

The brotherhood of all men, both within a nation and among nations, 
is no longer a vague ideal; it has now become an economic necessity. 
Otherwise, modem technology, the machine process, and specialization 
will have created an industrial monster which will, in turn, destroy its 
own creators. How to make our social organization improve and our 
social morality expand with economic progress in the form of increased 
control over the physical environment is the modern riddle of the sphinx, 
not to answer which means annihilation. 

21. Sin and Society. — Social morality is essential to economic inter- 
dependence. Effective and rational forms of social control are neces- 
sitated by the complex but impersonal character of modern industrial 
civilization. Democracy itself is threatened by captains of industry 
who put profits before human lives and by corrapt labor leaders who put 
self-interest before social service. 

The pirate who sailed the Spanish Main several centuries ago flew 
openly the skull and cross-bones from his masthead, but the modern 
i villain conceals himself in polite society. Although wearing clean 
'■ (linen and possessing membership in exclusive clubs, he may be guilty 
of wrecking — financially, if not physically — ^individuals and large corpora- 
tions for his own gain. 

The modem highwayman takes his toll not from the solitary pedes- 
. trian, but from the unknown consumer. The unsocial individual does 
his plundering invisibly and impersonally, but on a larger scale. For 
illustration, he adulterates foods, produces shoddy cloth, or sells ques- 
tionable securities.^ 

This new and even more dangerous type of sinner may not commit 
crime, but his antisocial acts within the law are more dangerous than 
individual vices, which injure only one’s own self. However, the very 
interdependence of modern society makes many personal vices, such as 
dmnkenness, a social crime because of their hazards to other people, 
as well as to the individual himself. 


* Ross, E. A., “Sin and Society.” 
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22. Our Plan in Retrospect. — ^The industrial revolution has so trans- 
formed our economic life that it has made social adjustment imperative. 
But many economic maladjustments have continued in spite of this 
transformation of our industrial environment. Poverty still exists in a 
land of riches; women and children continue to labor for long hours in 
insanitary factories. Housing and health conditions do not conform 
to modem scientific knowledge or to present social ideals. Men are still 
carelessly at work in dangerous trades, and eveiy year an enormous toll 
of human lives is taken by needless accidents. Friction between labor 
and capital is not yet peacefully and democratically adjusted, but flames 
into strikes and other industrial conflicts. Our survey of many social 
problems of industry attests the necessity of further, more rapid, and 
more intelligent social adjustment. 

The aim of this book has been to explain such outstanding industrial 
maladjustments and to indicate some possible readjustments. The 
student has been free to make his own choice of the various suggested 
solutions, each of which has its own advantages and disadvantages. 

These economic maladjustments have been attacked from many 
different angles, but among the most important approaches are that of 
the state through legislation, that of organized labor through collective 
bargaining, and that of individual employers through various plans of 
economic betterment. These different avenues of economic adjustment 
are similar, in that they are evolutionary. On the other hand, the 
approach of certain critical schools of thought, such as syndicalism and 
radical socialism, is revolutionary; the overthi’ow, rather than the 
improvement, of the present industrial system is sought. These various 
approaches were represented diagrammatically in Chart 4 of Chap. I. 

Adjustment consists of the removal by society of numerous bbstacless 
in the path of progress. Although they may have been suited to an 
older environment, they are out of harmony with present conditions. 
Society must, therefore, modify its economic organization and social 
institutions, if full advantage is to be taken of new inventions and 
discoveries, of improved techniques and increased knowledge. For 
example, traditions of hard, continuous toil, of inadequate wages, of 
bad housing conditions, and of unhealthy working conditions have come 
down to us from an age when such ideas were the outgrowth of meager 
physical resources, a lack of scientific knowledge, or the absence of power 
machinery. But today, a short working day, comfortable standards of 
living, and good working conditions are attainable. 

23. Economic Ideals of a Progressive Society. — The determination of 
progress implies the existence of certain goals of social welfare. Although 
there is no generally accepted definition of progress, and although there 
is no common agreement as to objective tests and measures of social 
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welfare, it may be possible to suggest certain economic ideals of a pro- 
gressive society. Among them are prosperity instead of poverty, 
conservation instead of exploitation, efhciency instead of waste, equality 
of opportunity instead of either inequality or equality, and cooperation 
instead of conflict. Each of these economic ideals and its antithesis 
has been discussed before in detail. All of them are marshaled together 
here for a final review. 

Prosperity has been defined as an abundance of economic goods. 
The United States, as contrasted to China, is a prosperous nation, just 
as an individual with a large income is more prosperous than an indi- 
vidual with a small income. A poverty-stricken group of savages may 
be content in spite of their poverty, if they have known nothing better. 
Individuals also may be happy if their acquisitive desires have been 
subordinated to other motives. Saint Francis of Assisi, for illustration, 
represents the ascetic ideal, rather than the so-called “economic man.” 
Happiness is a subjective rather than an objective term, and the econo- 
mist relinquishes this problem to the philosopher and the psychologist. 
Ordinarily, however, a minimum of worldly wealth is necessary to indi- 
vidual happiness and social well-being. Wealth and welfare are not 
identical, but there does seem to be some connection between them. 

National prosperity, like individual prosperity, is not an end in itself, 
but merely a means to greater group welfare. The social surplus of 
modem civilizations, as compared with the dire poverty of primitive 
peoples, is some proof of economic progress. The difference between 
medieval and modern standards of living is another indication of material 
progress. Economic progress, however, does not automatically produce 
cultural and spiritual progress, any more than the growing prosperity 
(of the rtouveau riche implies an increased refinement. Nevertheless, 
civilization cannot bear its cultural fruits until a satisfactory adaptation 
has been made to the economic environment. A social surplus in excess 
of bare subsistence first must be achieved. Economic prosperity is at 
least conducive to, if not productive of, a high civilization. 

Although there may be great national prosperity, many individuals 
will not enjoy it if the wealth of the country is so distributed that glaring 
inequalities of income exist. Individual prosperity does not follow from 
national prosperity. Dire poverty existed among the wretched masses 
of wealthy Rome and still persists in prosperous America. Again, 
economic prosperity must be accompanied by industrial security. Not 
only increased production, but also stabilized production, is necessary 
for a wholesome, long-run prosperity. 

Conservation is another ideal of economic progress. Just as prosperity 
means an abundance of economic goods, so conservation implies the wise 
use of our economic wealth. What thrift is to an individual, conservation 
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is to a nation. Just as poverty is the lack of prosperity, so esploitation 
is the opposite of conservation. 

The ideal of conservation implies a consideration not only for one’s 
fellow citizens, but also for posterity. The ruthless individualism of one 
generation may impair the prosperity and weKare of the following 
generations. Although we have made a fairly good adaptation to our 
physical environment, we have been very prodigal of the resources 
of nature. The rapid increase of population within the United States 
and the depletion of many of our natural resources have made conserva- 
tion imperative. 

Human conservation, however, is even more important than the 
conservation of our natural resources. Human conservation is best* 
illustrated by a reduction of the death rate, a decrease in ordinary 
sickness and occupational diseases, and diminution of general and 
industrial accidents. One proof of progress is the conservation of 
human life and health, due to the advancement of medical science, the 
art of surgery, and the practices of public hygiene and sanitation. The 
average length of life in modern Europe and the United States is several . 
times as great as that of medieval Europe and the backward countries of 
today. Indeed, mortality statistics show that the average life-expect- 
ancy rate has lengthened appreciably within the last few generations. 
Human conservation involves not only lower mortality and morbidity 
rates, but also higher eugenic ideals. Its economic aspects include higher 
standards of living, improved working conditions, and increased leisure 
time. Excessive hours of employment, dangerous working conditions, 
and insanitary factories are present menaces to human conservation. 

Another economic ideal is that of efficiency, which is defined as maxi- 
mum production with minimum effort. It will be remembered that ... 
efficiency and conservation are supplementary, for the former means 
Tna xi mum output and the latter minimum waste. Waste is the antith- 
esis of efficiency. The present prosperity of the United States is due in , 
no small measure to our industrial efficiency. Nevertheless, much more 
efficient production can still be achieved. The possibilities of scientific 
management of industry are enormous. But in our great search for 
increased productivity and in our devoted worship of this new god of 
efficiency, it is important to remember that producers must not be 
sacrificed to product. It is essential that industrial efficiency be accom- 
panied by human conservation rather than be advanced at its expense. 

Equality of opportunity has been defined as the same chance for all 
individuals to become unequal, i.e., to develop to the limits of their 
inherent abilities. A flat economic equality would represent neither 
social justice nor economic progress. On the other hand, the increase 
of prosperity which followed the industrial revolution has not been evenly 
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distributed. The persistence of large fortunes and poverty makes 
impossible the achievement of equality of opportunity. Hence pro- 
gressive income and inheritance taxes have been imposed. Moreover, 
the development of public-school systems and the spread of democratic 
ideals in education indicate progress in the direction of greater equality 
of opportunity. Jndustry itself seems to be feeling the new impetus. 
It is not unthinkable that the present century may witness a development 
of industrial democracy similar to the development of political democracy 
during the past few centuries. 

A final ideal of industry is the substitution of cooperation for con- 
flict. Conflict of interests can never be eliminated, but these conflicts 
• can be settled through parliamentary and judicial means, instead of 
economic warfare. Industrial conflict involves great economic waste 
and high social costa. Economic progress does not necessitate the 
elimination of competition, but rather the improvement and regulation 
of competition. It seeks merely the termination of wasteful and pre- 
datory forms of competition and the elevation of the general plane of 
economic competition to stimulate the productive efforts of individuals 
in socially desirable occupations. By the social control of competition, 
individual acquisition will be determined by individual productivity, 
rather than by inheritance, mere cleverness, or fortunate circumstances. 

24. From a Deficit Economy of Scarcity to a Surplus Economy of 
Plenty. — ^Although much remains to be done, society has already made 
progressive changes and improved adjustments. Serfdom and slavery 
have been abolished, and no longer do men toil so arduously and inces- 
santly to produce the bare necessities of life. Primitive peoples lived 
from hand to mouth in the absence of large accumulated stocks of 

0 goods. * There was no social surplus in a deficit economy of pain and 
deprivation. 

Since the industrial revolutions, new as well as old, production has 
so increased that goods formerly regarded as luxuries for the few are 
now consumed by all as common necessities. Ships from distant parts 
of the world bring to the poor man’s table commodities which princes 
of old could not have purchased for a king’s ransom. The dream of 
Roger Bacon has come true, for mechanical inventions are now perform- 
ing tasks which would formerly have been thought impossible. The 
results of power machinery are increased leisure and wealth. Our 
potential resources are so abundant and our productivity is so high 
tfiat exploitation and underconsumption are now unnecessary. More- 
over, higher ideals prevail today, and public opinion will no longer sanc- 
tion what was once regarded as necessary and even justifiable. 

25. Historical Perspective. — If he thinks only in terms of his own 
generation, the cynic can easily find sufficient grounds for pessimism 
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and for despair about social progress. If he will avail himself of the 
telescope of history, however, and look backward across the centuries, 
his faith in economic progress will be restored. Moreover, recorded 
history is but a brief span in the long story of social development. The 
prehistoric ages were many times longer than the historic, e.g., since 
the invention of writing. 

Historical perspective^ can be gained by uang the hours of the clock 
to show the relative shortness of the historic period as contrasted with 
the prehistoric period, and the brevity of modem history as compared 
with the length of ancient history. To record man’s prehistoric progress 
on this scale, we are forced to turn the hands of a clock past the first 
eleven hours and over halfway around the last hour. According to this* 
scale, the dawn of history in the river valleys of the Nile and the Tigris- 
Euphrates took place at about twenty minutes to twelve. The Christian 
era began about eight minutes to twelve and the industrial revolutions 
have taken place within the last minute. This illustration shows the 
antiquity of man, the slowness of early social evolution, and the accel- 
erated rate of recent development. 

Judged by such a scale of progress, Plato is a relatively recent 
reformer, and the abolition of slavery is almost a contemporary event. 
The industrial revolution is likewise a novel development, and society 
has not yet adjusted itself to these industrial changes. The perspective 
of time is essential to the student of the social problems of industry, if 
he is to maintain his optimism and idealism. Otherwise, labor problems 
represent a gloomy industrial pathology. The first steps in economic 
progress were inconceivably slow, but each new invention or superior 
adjustment has created increased possibilities for further discoveries 
and improvements. ' 

Although the past generation has suffered sorely from the recurrent 
plagues of war, revolution, and depression, the future presents at least 
the hope of peace, security, and prosperity. Man is the only animal 
capable of shaping his own destiny. But “the good life” requires not 
only more knowledge, but also the will, consciously and constantly, to 
strive for better adjustments. It implies increased industrial progress 
and improved social control. 

Summary. — Utopias express social unrest against current injustices 
and individual hopes of a better social order. Panaceas are economic 
patent medicines which profess to cure any and all social Uls. Per- 
manent progress, however, requires continuous adjustment to constan^ 
change. It necessitates objective analysis of causes and careful formula- 
tion of specific measures for the reduction of particular maladjustments. 

* 

' Bobikson, J. H., “Mind in the Making." 
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Progress is purposive change toward higher social ideals and in the 
direction of increased social welfare. It is active adaptation, in contrast 
to the passive adaptation by natural selection, which characterized 
biologic evolution. 

Criteria of progress are difficult to formulate because of sharp differ- 
ences and great changes in social ideals. Interpretations of methods of 
progress are numerous and conflicting. There are geographical deter- 
minists, in contrast to eugenists and those who believe in superior races; 
there are evolutionists, in contrast to those who contend that progress 
is due to great men. 

Progress requires an improvement of our econonoic and social organi- 
•zation. It is conditioned also by the betterment of the biological stock 
of the group. Finally, education for individual and group life is an 
important method of social progress. 

Although the existence of progress in general can be challenged, 
there has certainly been economic progress in the sense of a superior 
adaptation to the physical environment. Man’s social adjustment, 
however, has not kept pace with his physical adaptation. Man’s ability 
to live happily and harmoniously with his fellows in effective group hfe 
is woefully weak and in marked contrast to his masterful conquest of 
nature. This is the thesis of culture lag stated in the first chapter. 
Again, social actualities are far below social potentialities. This is the 
essence of every social problem; it has been the theme of this entire book. 

Maladjustments are those obstacles in the economic and social 
environment which hinder progress. Improved industrial adjustment 
has been attempted by the state through legislation, by organized labor 
through collective bargaining, and by socially minded employers through 
» individual initiative. Industrial readjustment may be sought not only 
through evolutionary reforms, but also through revolutionary recon- 
struction of society. Such has been the general plan of this text. 

The following economic ideals and their corresponding economic 
problems have been discussed: prosperity instead of poverty, conserva- 
tion instead of exploitation, efficiency instead of waste, equality of 
opportunity instead of equality or inequality, and cooperation instead 
of conflict. 

By a consideration of the antiquity of human society and of the 
relative recency of such great movements as the industrial revolution, 
or^e gains a historical perspective which engenders some optimism for 
these dark times. Although progress does not travel in a straight line 
but is broken by periods of stagnation and even of retrogression, there 
is sound basis for a reasonable faith that some economic progress has been, 
made over the centuries; it is even possible that progress is both cumula- 
tive and accelerated. 
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Questions for Discussion 

1. a. Explain the terms “social adjustment” and “maladjustment.” 

6. Illustrate each. 

2. a. Difierentiate between active and passive adaptation. 

b. Distinguish between progress and change, and between progress and 
evolution. 

3. o. Explain what you understand by man’s “conquest of nature.” 

h. How has it been accomplished? 

c. What are its limitations, if any? 

4. a. To what extent is improvement of the biological stock of the group an 
economic problem? 

h. How can and should it be done, if at all? 

5. Show the implications and limitations of the educational method of social 
progress. 

6. a. Outline various interpretations of progress. 

b. Explain and evaluate each. 

7. a. Set up several criteria of progress. 

b. Test thereby your own age and culture. 

8. Explain the nature and significance of culture lag. Illustrate. 

9. Show the relationship, if any, between economic progress and social control. 

10. Explain several ideals of a progressive economic society. Show for each the 
corresponding economic problem. 

11. Can economic competition properly be compared to the biological struggle for 
existence? If so, how? If not, why not? 

12. Why and how is social justice a continuous process of legal adaptation to 
economic change? Illustrate. 


Topics for Investigation 

1. Plato’s “Republic,” More's “Utopia,” or both. 

2. Bellamy’s “Looking Backward,” or some other modern Utopia, or several of 
them. 

3. Great-men theories of Emerson and Carlyle. 
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